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PART I 


POLITICS AND POLICY 








PARTY SYSTEMS IN THE STATES 


V. O. Key, Jr.* 


B ben classification of the political mechanisms of American 
states as one- or two-party systems probably conceals 
about as much as it illuminates. In part because of the situa- 
tion created by the primary system, varieties of political or- 
ganization exist that transcend these conventional categories. 
While efforts have been made to devise scales to differentiate 
the states according to the nature of their political systems, 
analyses of this type can isolate only the grossest characteris- 
tics of state party systems.! Nevertheless, another attempt 
toward a quantitative differentiation of state political struc- 
tures may serve a purpose. 

Observations about the nature of state party systems often 
proceed on the assumption that the problem is to measure the 
degree to which they conform to or diverge from the model of 
more or less continuous competition on fairly even terms be- 
tween two parties. That approach stops short at the point at 
which it might be asked what sort of an arrangement instead of 
a two-party system a state has for the conduct of its politics. 
The divergence of general election votes from an average 
division of 50-50 between the parties may measure the devia- 
tion of a state from the model of dual competition. Yet if the 
vote divides 70-30 over a long period, the question remains 
what sort of system the state has for the purposes of state 
government. 


BALANCE OF PARTY POWER AND PATTERNS OF PRIMARY 
PARTICIPATION 


Since in a large proportion of the states the decisive battles 
of gubernatorial politics have been pushed back to party 
primaries, it is a working assumption of this paper that differ- 
entiations in state political structures may be identified by 


* I wish to acknowledge the assistance of Layman E. Allen who prepared several 
analyses underlying this article. For criticisms of an early draft r m grateful to 
Oliver Garceau, Avery Leiserson, David B. Truman, Lawrence H. Fuchs, and 
M. Brewster Smith. While I did not avail myself of all their suggestions, to the 
extent that I took their criticisms into account the treatment was improved. 

1For example, see Austin Ranney and Willmoore Kendall, ‘“The American 
Party Systems,”’ American Political Science Review, 48 (1954), pp. 477-485. 
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examination of competition in gubernatorial primaries. An- 
other hypothesis is that the internal structure of parties, both 
minority and majority, will tend to vary with the relative 
power position of the two parties. 

Before coping with these central questions it is necessary to 
quiet doubts that will certainly be suggested by the prevalent 
supposition that interest in primaries fluctuates so capriciously 
that an analysis based on primary voting would be like a study 
of a column of figures lifted from a table of random numbers. 
In fact, primary participation rates, in the aggregate at least, 
demonstrate regularities of pattern and of relationship that 
accord with common-sense expectations. 

If primary participation is not governed by caprice, it would 
be expected that popular interest would tend to center in the 
primary of the stronger party. The more imbalanced the rela- 
tions between the two parties, the more marked would be this 
concentration of voter interest in the primary of the more 
powerful party. If these suppositions are correct, the relative 
size of the votes in the two-party primaries might provide a 
fairly realistic measure of the relative basic strength of the two 
parties within the electorate. This assumes that primary turn- 
out reflects the capacity of party and factional organization to 
bring voters to the primary, the size of the group especially 
concerned about party matters, and other like factors that bear 
on the strength of the inner core of the party. 

The data of Table 1 are arranged to test these propositions. 
From that table it is quite evident that as the average Demo- 
cratic proportion of the general election vote for governor 
declines, the proportion of all primary voters who vote in 
Democratic primaries declines. Examination of the column 
showing the Democratic primary vote as a percentage of the 
Republican primary vote suggests that this ratio reflects some 
aspects of the underlying balance between the parties not re- 
vealed by the division of the general election vote. The fact 
that six persons, on the average, in Vermont vote in Democratic 
gubernatorial primaries while 100 are marking their ballots for 
Republican aspirants for nomination seems more in accord with 
the realities of party strength than the fact that Democratic 
candidates poll an average of about 30 per cent of the general 
election vote. Moreover, the primary ratios differentiate the 
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states more sharply than do the general election percentages. 
The average Democratic general election percentages in Kansas 
and Massachusetts appear in the table as 43 and 48, respec- 
tively, figures which suggest no great difference. The primary 
participation ratios are 38 and 76, a spread of sufficient magni- 
tude to be congruent with common knowledge about the con- 
trasts between the party systems of these two states.? 


TABLE 1 


Selected States According to Relative Strength of Gubernatorial 
Candidates in General Elections and Relative Total 
Vote in Nominating Primaries 





Mean Democratic Democratic Primary 





Percentage Vote as Percentage 
of General of Republican Primary 

State Election Vote ote, Average Period 
Strong Republican 

Vermont 30.5 6.3 1916-52= 

North Dakota 39.9 13.7 1914-52 

Maine 41.8 23.6 1912-52 

South Dakota 41.3 28.4 1908-52 

Wisconsin 42.0 23.7 1906-52 

Michigan 44.7 26.0 1908-52 

Iowa ; 42.4 31.1 1908-52 

New Hampshire 44.7 33.7 1910-52 
Less-Strong Republican 

Minnesota> 41.5 39.6 1912-52 

Pennsylvania 42.6 36.1 1918-50 

Kansas 43.1 38.8 1910-52 
Competitive 

Massachusetts 48.2 76.7 1913-52 

Illinois 49.1 60.0 1908-52 

New Jersey 49.9 55.2 1913-53 

Wyoming 49.7 61.4 1922-50 

Ohio 50.1 70.9 1914-52 
Leaning Democratic 

Colorado 51.8 103.4 1912-52 

West Virginia 52.1 104.5 1920-52 

Idaho 52.3 128.4 1932-50 

Missouri 52.6 146.5 1908-52 

Nevada 52.9 150.3 1910-50 





* Democratic primary figures available only since 1926. 

> In Minnesota and Wisconsin when a “third” party became in fact one of the 
two major parties, data relating to it were substituted in the appropriate major 
party series. Thus, when the Farmer-Labor group in Minnesota outstripped the 
Democratic party, figures on it were substituted in the Democratic series. 


2 The obvious point ought to be made explicit that the qualities of the participa- 
tion ratio as a separator come in part from the method of its computation. Thus, a 
60-40 division of total primary vote between Democratic and Republican pri- 
maries becomes 150 on the scale used. 
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The ratio of Democratic to Republican primary participation 
has another characteristic of interest in that the Democratic 
party becomes competitive in the general elections before the 
number of participators in its primaries equals the number in 
the Republican primaries, a conclusion that becomes evident 
as one reads down Table 1. This relation doubtless reflects in 
part, but only in part, differences in the composition of the two 
parties. The Republican party includes a larger proportion of 
persons with characteristics associated with high levels of 
interest and participation in politics. Such persons would be 
expected to vote in higher degree in both primary and general 
election than would the low-participation type more frequently 
found in the Democratic ranks.* 

Other characteristics of the primary figures help in appraising 
their value for the immediate purpose as well as contribute in- 
cidental insights into the question of primary participation 
itself. If it were supposed that the American political order is 
such that about the same proportions of people are highly in- 
volved in matters political from state to state, roughly like 
proportions of the potential voters would be expected to vote 
in the primaries, no matter how they happened to be divided 
between the parties. Deviations from the central tendency in 
participation might be explicable in terms of variations in cir- 
cumstances that attracted or repelled the marginal voter. 

Table 2 distributes primaries according to the proportions of 
the potential electorate participating. The frequency with 
which final decision occurs in the primary makes an arresting 
statistic of the fact that in three out of four elections not more 
than 35 per cent of the potential electorate votes in the primary 
of either party. Yet at the moment attention should be con- 
centrated on the dispersion in participation shown by the 
table. Although over one-half of the instances fall within a 
participation range of from 20 to 35 per cent, the table reveals 
considerable variation in participation. 

The explanations for the deviations from the modal participa- 
tion range suggest broad characteristics of primary participa- 
tors, groups that need to be fitted into the total picture of state 


* The states in Table 1 may be regarded as a purposive sample chosen with an 
eye to representation of differing sorts of party division outside the South. In 
candor, it must be said that availability of data was also a criterion of choice. 
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political structures. Those explanations are of two sorts: factors 
peculiar to a particular state or even to a particular primary 
and factors evidently common to all states. A low turnout 
peculiar to a state may occur when neither nomination happens 
to be contested. Or an especially warmly contested individual 
primary, such as the 1938 Pennsylvania Democratic primary, 
with its contest between the Mine Workers and the regular 
Democrats, may produce a divergence on the high side in par- 
ticipation. In a few instances the entire voting record of a state 
deviates markedly on the high side from that of the states as a 
group. Such is the case with North Dakota, whose high primary 
participation rates may be in part a function of the warm pri- 
mary battles between the Non-Partisan Leaguers and the 
Republican Organizing Committee.‘ 

Fluctuations in primary turnout common to all states explain 
a considerable part of the spread in Table 2. At times the 
gravity of public issues brings a larger proportion of the poten- 
tial electorate in all the states into the circle of the politically 
involved. At other stages tranquillity prevails, or perhaps hope 
dies, and the circle of the involved shrinks. These great expan- 
sions and contractions of the politically active influence the 
turnout at primaries as well as at general elections. These 
consequences for primary turnout are suggested by Table 3 
which transforms the data of Table 2 into a pair of time series. 
Table 3 shows by years the average rates of participation of 
potential voters in party primaries in a group of sure Repub- 
lican states and in a group of more competitive states. In both 
sets of states the electorate responded to the great waves of 
political concern or unconcern that swept the country. In 1932, 
1934, and 1936 total primary participation reached high levels 
in keeping with the intensity of the political debates of the 
time. In 1942, 1944, and 1946 primary turnout dropped sharply 
as did interest in politics generally. 

Of special interest for our immediate purposes is the fact that 
the central tendencies in total primary participation from year 
to year in the sure Republican states resembled quite closely 

4 The mean participation rate for all the primaries in Table 2 is 31 per cent. The 
mean rates for states whose total record deviates markedly are: North Dakota, 53; 
West Virginia, 49; Wyoming, 40. These deviant rates undoubtedly are clues to 


peculiar characteristics of the political systems of these states, speculation about 
which would lead down a by-path. 
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TABLE 2 


Gubernatorial Primaries in Selected States According to 
Percentage of Potential Electorate Voting in 
Republican or Democratic Primary, 








1926-1952" 

Participation Number of Percentage of 
Percentage Primaries Primaries 
10-14 9 5.1 
15-19 22 12.5 
20-24 23 13.1 
25-29 37 21.0 
30-34 39 22.2 
35-39 15 8.5 
40-44 5 2.8 
45-49 10 $7 
50-54 9 5.1 
55-59 4 2.3 
60-64 2 1.1 
65-69 1 0.6 

176 100.0 





*The states included in this tabulation are Vermont, North Dakota, Maine, 
Wisconsin, Michigan, New Hampshire, Pennsylvania, Kansas, Massachusetts, 
Illinois, Wyoming, Ohio, Colorado, West Virginia, and Missouri. The selection of 
states for inclusion in this table was dictated chiefly by the availability for the 
—- covered of the types of data needed for the analyses made in Table 3 and 

igure 1 


those in the competitive states.’ These similarities bear on the 
earlier suggestion that primary participation rates may indicate 
the dimensions of an especially active segment of the electorate 
which happens to be divided differently between the parties 
from state to state. The characteristics of that electoral group 
and its special role in the political order can, of course, only be 
surmised in the absence of detailed survey data on individual 
traits and behavior in relation to primaries.® 

The data of Table 3 are processed in Figure 1 in another 
manner to indicate variations underlying the average ratios of 


5 Of a 1952 national sample, 27 per cent had a “high” degree of political par- 
ticipation, i.e., they voted in the general election and engaged in other political 
activities. It may not be entirely coincidental that this group of high pa ag 
was so nearly the same size as the mean primary participation rates in Table 3 
See Angus Campbell and others, The Voter Decides (Evanston: Row, Peterson, 
1954), p. 31. 

* Even within the one-party states of the South the range of participation in 

ubernatorial primaries is not radically different from that for states outside the 
South as shown in Table 2. See Key, Southern Politics (New York: Knopf, 1949), 
pp. 504-505. 
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primary voting presented in Table 1. The graphs in Figure 1 
rest on calculations of the percentage of the potential electorate 
voting in the gubernatorial primary of each party over the 
period 1926-1952. In the sure Republican states, shown in the 
upper panel of the figure, the mean participation rate in the 
Republican primaries consistently exceeded by a wide margin 
that in the Democratic primaries over the period 1926-1952. 
Hence, the ratios at the Republican end of the spectrum in 
Table 1 can be taken to reflect a relationship between parties 
that has not changed radically over the period covered. On the 
other hand, in the more competitive group of states participa- 
tion ratios between the two party groups were less stable 
through the period. The changing relationship in primary 
participation reflects a gain in Democratic strength in these 
states, yet the participation levels of the two parties much 
more nearly approximate each other than do the rates in the 
sure Republican states. 


TABLE 3 
Mean Proportions of Potential Electorate Voting in Major- 
Party Gubernatorial Primaries in Sure Republican 
States and in More Competitive States, 
by Years, 1926-1952 








Sure More 
Republican Competitive 
Year tates* States» 
1926 30.8 25.9 
1928 34.4 33.1 
1930 34.1 26.4 
1932 41.3 41.1 
1934 34.9 36.3 
1936 34.7 39.3 
1938 35.8 35.7 
1940 31.9 37.9 
1942 20.0 20.0 
1944 20.0 20.6 
1946 23.6 16.9 
1948 29.1 28.0 
1950 29.1 24.0 
1952 35.2 31.8 





* Vermont, North Dakota, Maine, Wisconsin, Michigan, New Hampshire, 
Pennsylvania, Kansas. 

> Massachusetts, Illinois, Wyoming, Ohio, Colorado, West Virginia, Missouri. 
The two groups of states are not identical with the groups with similar labels in 
Table 1. The grouping in this table was governed by the availability of suitable 
data to compare primary participation in two groups of states with contrasting 
degrees of party competition. Even so, the series on the more competitive states 
is influenced by the fact that the calendars of elections of states included cause the 
composition of the group to differ slightly in off years and presidential years. 
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FIGURE 1 


Mean Proportions of Potential Electorate Voting in Republican 
and Democratic Gubernatorial Primaries in Sure 
Republican States and in More Competitive 
States, 1926-1952 
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A final analysis of the primary voting data will identify 
additional aspects of the place of primary participators in the 
process of electoral choice. The measures of participation to 
this point have been proportions of estimated total potential 
electorate. Primary turnout may also be related to general 
election vote. From our differentiation of states, it would be 
expected that as basic Democratic (or Republican) strength 
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increased, the total Democratic (or Republican) gubernatorial 
primary vote would become larger in relation to the Democratic 
(or Republican) candidate’s vote in the general election. 

These expectations are in general fulfilled by the data of 
Tables 4 and 5. In one-fourth of the Republican primaries in 
the strong Republican states the total primary vote exceeded 
the Republican vote in the general election. On the other 
hand, in those states grouped as “leaning Democratic” only 
about 2 per cent of the Republican primaries attracted as 
large a vote as did the Republican nominee in the general 
election. The figures on Democratic primaries in Table 5 indi- 
cate similar relationships. 

Tables 4 and 5 also elevate to attention the striking variations 
in the position of the primary in relation to the point of actual 
electoral decision. At one end of the scale, a large proportion 
of the primary participators are united, at least formally, 
within one party, and their orientation must be toward the 
primary as the point of final decision. At the midpoint of the 
scale, i.e., in the competitive zone, primary participators are 
more evenly divided between the parties and their attention 
must be centered to a much higher degree on the general elec- 
tion. 


POWER POSITION AND PARTY STRUCTURE: DEMOCRATIC 


The preceding analysis indicates that the number of primary 
participators tends to vary with the power position of a party. 
The data, in fact, suggest that the division of primary par- 
ticipators between the parties may serve as a fair measure of 
relative party strength among those elements of the potential 
electorate especially active in politics. The activists, if the 
term may be used without meaning much more than that it 
covers voters sufficiently concerned to vote in primaries, are 
divided in varying proportions between the parties. 

The problem remains whether any broad characteristics of 
the internal party structures of states can be discerned by 
inspection of the behavior of these groups of activists attached 
to the major party banners. The supposition might be that the 
internal structure of party varies with its position of power 
vis-a-vis the opposition in the bi-party pattern. If true, in the 
absence of disturbing factors, as the proportion of the politically 
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TABLE 4 


Republican Gubernatorial Primaries According to Relation of 
Total Primary Vote to Vote of Republican Candidate 
in General Election* 





Total Primary Vote as Percentage of Candidate’s 
Election Vote 


0-19 20-39 40-59 60-79 980-99 100+ 











State Group Percentage of Primaries in Each State Group N 

Strong Republican 0 2 26 30 16 26 165 
Less Strong 0 8 32 31 6 23 52 
Competitive 1 23 38 26 8 4 78 
Leaning Democratic 2 25 50 19 2 2 56 





* The state groupings and the coverage are identical with Table 1. 


TABLE 5 


Democratic Gubernatorial Primaries According to Relation of 
Total Primary Vote to Vote of Democratic Candidate 
in General Election* 





Total Primary Vote as Percentage of Nominee’s 
Election Vote 





0-19 20-39 40-59 60-79 80-99 100+ 








State Group Percentage of Primaries in Each State Group N 

Strong Republican 44 46 9 1 0 0 154 
Less Strong 12 55 27 4 0 2 51 
Competitive 5 54 32 7 2 0 88 
Leaning Democratic 3 17 43 26 9 2 58 





* The state groups and the coverage are identical with Table 1. 


active attached to a party increased the intensity of the strug- 
gle for designation as party candidates and for control of the 
party apparatus would increase. This supposition rests on the 
hypothesis that competition for party control varies with the 
value of the nomination, i.e., with the probability that party 
nomination will lead to victory in the general election.” A meas- 
ure of the temporal frequency, and perhaps of the intensity, of 
struggle for party control is provided by the distribution of 


7 This hypothesis was formulated by Julius Turner with respect to congressional 
elections. See his ‘Primary Elections as the Alternative to Party Competition in 
‘Safe’ Districts,”” Journal of Politics, 15 (1953), pp. 197-210. 
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gubernatorial nominations according to the division of the vote 
among aspirants in the primary. If most nominations go by 
default, the infrequency of close contests would be related to 
party weakness. In contrast, frequent nominations by small 
percentages of the primary vote would be a product of over- 
whelming strength in relation to the opposition party. Pre- 
sumably these differences in nominating practices would be 
associated with differences in internal party structure and, 
indeed, with differences in the function of party. 

These general suppositions are tested in Table 6 which gives 
support to the hypothesis that the internal structure of a party 
varies with its relative position vis-a-vis the opposition. Few 
Democratic nominations were closely contested in the strong 
Republican states. Over one-half of them were made without 


TABLE 6 


Distribution of Democratic Gubernatorial Primaries Involving 
no Incumbents, by Percentage of Primary Vote 
Polled by Nominee, in Relation to Political 
Complexion of State Groups* 





Percentage of Primaries 
According to Proportion of 








Vote to Nominee in Primary Total Per Cent 

Number of 

Under of Governors 

State Groups 50 50-59 60-89 90-100 Primaries Democratic 
Strong Republican*® 6 15 23 56 151 15 
passe See Republican 32 28 34 6 47 21 
Competitive 17 25 21 37 57 49 
Lae Sees 44 22 27 7 45 60 
Strong Democratic 61 18 21 0 28 98 





*The primaries included in the tabulation are those of the states listed in Table 1 
for the periods there indicated. 

> These percentages are of all governors elected at all elections for the periods 
a in Table 1, not simply those elected after the primaries included in this 
table. 

* The first four groups of states are identical with those in Table 1. 

4 The states included in this group are Louisiana (1920-48), South Carolina 
(1922-46), Tennessee (1920-50), Texas (1920-52). The basis for classification 
was the first pri vote. These plurality primaries were, of course, followed by 
majority run-off primaries. The proportion of primaries in which the high man 
received less than 50 per cent of the vote in the first primary may, of course, be 
affected by the existence of the run-off procedure. 


primary opposition; over three-fourths, by a primary vote of 
two to one or better. Only rarely is there a stubbornly fought 
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contest in such states for the Democratic nomination which has 
mainly an honorific value. The function of the Democratic 
party in these states is to be understood only in the context of 
time. Widely spaced outbursts of public exasperation drive 
out the majority; the minority Democrats happen tc be on 
hand to harvest the fruits of unearned victory. It may be 
doubted that these social convulsions often represent solely 
dissatisfaction with Republic management of state matters for 
in these states Democratic gubernatorial victories are bunched 
at moments of Republican tribulation on the national scene.® 

As one moves down Table 6 it appears that the proportion of 
Democratic primary nominations won with only nominal 
opposition or with none decreases as the states move toward a 
Democratic commitment. Similarly, the proportion of nomina- 
tions made after a sharp contest (if the division of the primary 
vote reflects warmth of competition) increases as the degree of 
Democratic commitment increases. (The states classed as less- 
strong Republican states mar the regularity of the relation, a 
point to which we shall return.) In the strongest Democratic 
states nomination through ordeal on the hustings becomes most 
common and few get to run for governor in the general election 
without overcoming real primary opposition. The table, it 
should be noted, includes no primaries in which incumbent 
governors were candidates for renomination. The purpose of 
this exclusion was to remove from the data those primaries in 
which incumbents are renominated unopposed more or less as a 
matter of custom.’ 

Apparently differentiations both in internal party structure 
and in the function of party in the governing process roughly 
parallel these variations in the incidence of competition for 
party nomination. At one extreme—in the strong Republican 
states—the Democratic group wins through no virtue of its 
own at infrequent intervals and performs national functions, 
such as the designation of national convention delegates and, 
perchance, the distribution of patronage. At the other ex- 


8 One-half of the Democratic gubernatorial victories in the strong Republican 
states (first line of Table 6) occurred in the years 1932, 1934, and 1936; another 
15 per cent, in 1912 and 1914. 

® Length of term and eligibility of incumbents for re-election may bear on the 
incidence of competition. If so, the effects are so obscured by other variables that 
they could not be readily identified. 
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treme—in the strong Democratic states—the party becomes, 
for state purposes at least, no party at all but a holding com- 
pany for factions that contend for control of the state. With 
respect to internal party structure, the primary competition 
data point to a more continuous intra-party battle as the 
Democratic predilections of the state increase. That is, the 
party tends toward a dual or multifactionalism as the certainty 
of general election victory increases.” 

On this matter of variations in internal factionalism within 
the Democratic party, the data of Table 6 are paralleled by 
variations in the average number of candidates polling 5 per 
cent or more of the total primary election vote. These averages 
for the states and periods covered by Table 6 are as follows: 


Strong Republican 1.58 
Less-Strong Republican 2.86 
Competitive 2.17 
Leaning Democratic 3.00 
Strong Democratic 3.71 


Here again the small group of states classified as ‘‘less-strong 
Republican” deviates from the general relationships, an arith- 
metical aberration which raises another question to be touched 
upon later. 

While the facts on primary competition and on average num- 
bers of candidates point toward a sharper and more persistent 
factionalism as party strength increases, emphasis on that 
formulation may obscure the components of the proposition. 
As one moves from the strong Democratic states to the more 
competitive states, the presence of opposition may provide a 
compulsion toward the suppression of party strife. All this 
may be a special case of the general theory that the internal 
structure of a group depends somewhat on the nature of its 
environment of other groups. Then, as one moves to the sure 
Republican states the expectation of defeat depresses competi- 
tion for nomination. This interpretation is consistent with the 
data of Table 6. 

This analysis may identify some broad differentials in the 


1° By such statements of relationships it is not asserted that as the percentage of 
election vote polled by the Democrats increases, these other variables increase, 
without a time lag, more or less on a one-to-one basis. The power position of a 
party vis-A-vis the opposition changes very little by a movement of the average 
general election vote from 25 to 30 per cent; the 5 point movement from 50 to 55 
represents a much greater change. 
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factional structure of the Democratic party under differing 
sets of circumstances. Yet it leaves to be filled in the details of 
the nature of party factions—whether economically based, 
whether persistent, whether ideologically oriented, or what.” 
The hypothesis may be suggested that when a party gains com- 
plete domination of a state its factions are more likely to be 
durable groupings of voters bound together by some common 
interest or to be similar with respect to some politically signif- 
icant social characteristic. As a state becomes competitive 
between parties the cleavages within the party (as manifested 
in primary voting rather than leadership divisions) are more 
likely to be changeable, non-recurring, and not so firmly asso- 
ciated with social differences within the party.” 

In supplementation of the observations to this point, Table 7 
presents the data on competition within Democratic primaries 
in which gubernatorial incumbents were seeking nomination. 
Although the cases in the table are few, the striking differentials 
shown may be regarded as a further illustration of the radically 
different nature of “‘party’’ in different sorts of states. While 
in the strong Democratic states incumbents may look forward 
to renomination, they ordinarily encounter more than token 
opposition in the primary, reflective of the fact that the real 
popular plebiscite occurs there. On the other hand, in the more 
competitive states party unity is adequate to assure renomina- 
tion without contest in a substantial proportion of the pri- 
maries. It may well be supposed that in those rare instances 
in which a Democrat managed to get himself elected in the 
strong Republican vta es, the patronage of office, the lack of a 
tradition of intra-party conflict, as well as the improbability 


11 The hazard of much inference from the gross characteristics to the detailed 
nature of factions is suggested by the variety encountered among the factional 
—-_ a group of states at one end of the spectrum. See Southern Politics, 
chs. 2-12. 

12 This hypothesis is suggested by impressionistic inference from the inspection 
of a good many maps of the distribution of primary votes in competitive and near- 
competitive states. Recurrent patterns, indicative of an underlying stability of 
internal party cleavage, do not seem to occur so frequently as in the strongly 
Democratic states of the South. This sort of inference is given plausibility by the 
fact that exclusion of even 30 per cent of the potential electorate from the pri- 
maries of one party would, given the broad parallelism of social and partisan 
cleavages in the states under examination, exclude most of those people who 
would be expected, if within the dominant party, to form the electoral base of one 
continuing faction. That is, if the sort of persons who are Democrats in the North 
—_ in Republican primaries, they would be expected to form a distinctive 
action. 
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TABLE 7 


Distribution of Democratic Gubernatorial Primaries 
Involving Incumbents, by Percentage of Primary 
Vote Polled by Nominee, in Relation to 
Political Complexion of State 





Percentage of Primaries According to 








Proportion of Vote Polled by Total 
Nominee in Primary er aed 
° 

Character of State Under 50 50-59 60-89 90-100 Primaries 
Strong Republican* 6 0 18 76 16 
Competitive 0 9 45 46 22 
Leanin Nese sp 13 13 20 54 15 
Strong Democratic 10 58 32 0 19 





* The state groups and coverage are the same as in Table 6 except that the 
strong Democratic group here consists of Texas and Tennessee and the less strong 
Republican category has been omitted since it included only four cases. 


of re-election combined to keep down competition for renomi- 
nation. 

Attention was directed earlier to the fact that the group of 
states labelled ‘‘less-strong Republican’’ diverged from the 
expected on the basis of the presumed relationship between 
Democratic general election position and the incidence of 
primary competition. All this is theoretically important in 
that it calls attention to the hazards of single factor explana- 
tions of political phenomena. It is evident that factors other 
than party position in relation to the opposition also bear on 
the nature of internal party structure and operation. The 
three states in the less-strong Republican group, Minnesota, 
Pennsylvania, and Kansas, were set off from the strong Repub- 
lican states by somewhat higher rate of participation in Demo- 
cratic primaries. As a group they also went Democratic in 
presidential elections far more frequently than did the strong 
Republican states. The proportions of governors Republican 
and the proportions of elections resulting in Republican elec- 
toral votes for the different categories of states were as follows: 


Presidential 
Governors Elections 
Strong Republican States 85 74 
Less-Strong Republican 79 58 
Competitive 51 49 


Leaning Democratic 40 39 
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In the less-strong Republican states the frequency of this suc- 
cess in presidential voting may have given Democrats hope for 
victory in state affairs and stimulated competition within their 
primaries. Yet the chances are that other factors peculiar to 
each state, to be discovered only by intensive examination, were 
principally contributory. 

The aggregates, of course, conceal other individual states 
that diverge from the “norm” of their group. Thus, New 
Jersey is ranked among the competitive states and would be 
expected to have frequent contests within its Democratic 
primaries. Yet it does not.%* The ready answer might be in 
terms of the long hegemony of Frank Hague, but the practice 
both antedated and survived him. Such deviations suggest a 
point of considerable theoretical interest about the nature of 
party structures. While a good deal of the variation among 
state practices may be explained in terms of the relation of 
internal party structure to its power position, other elements 
cause particular cases to deviate from the general relation. 
Apparently patterns of behavior within even large, complex, 
and informal party structures have considerable durability. 
These patterns could be called, after both the terminology 
and spirit of the anthropologist, elements of political culture, 
although it cannot be asserted with assurance that so denomi- 
nating them contributes materially to enlightenment. 


POWER POSITION AND PARTY STRUCTURE: REPUBLICAN 


While the differentiations in Democratic behavior among 
different types of states make some sense in terms of a general 
theory, the data on the Republican gubernatorial primaries in 
Table 8 yield a less striking picture. The strong Republican 
states, it will be noted, have a larger proportion of their guber- 
natorial primaries closely contested than do the states less 
attached to Republicanism. All this is in accord with the gen- 
eral expectation developed in the analysis of Democratic pri- 

13 Both Jersey party organizations strive to avoid primary contests, the Demo- 
cratic with greater success. For an account of a relevant case on the Republican 
side, see Walter E. Edge, A Jerseyman's Journal (Princeton: Princeton University 
Press, 1948), ch. 14. 

14 All this could be converted into the predictive proposition that changes in the 
power position of a party in relation to the opposition would tend to be followed 


only tardily by corresponding alterations in its internal structure at least in so far 
as internal structure is reflected in the measures used in this analysis. 
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maries, yet the differences among types of states are not nearly 
so marked as those shown in Table 6 for the Democratic party. 
A companion table, Table 9, analyzes separately those Repub- 
lican primaries involving incumbents. The contrasts in this 
table between different types of states are in agreement with 
those shown in Table 7 for Democratic primaries involving 
incumbents. 

The problem arises of explaining why the differences that 
appear in Table 8, among different types of states, are narrower 
than those shown earlier in Table 6 for Democratic primaries. 
The narrowness of the differences in Table 8 is in part a func- 
tion of the data. No data are available on the Republican 
nominating process in the strong Democratic states. In those 
states Republican primaries occur infrequently ; more generally 
conventions nominate. If Republicans nominated through the 
direct primary in these states the contrasting practices would 
add another line and widen the differences shown in Table 8. 
The Democratic party, since it is more widely established over 
the country than the Republican, has representation in more 
bands of the spectrum of relative political strength than does 
the Republican. While the differences in Table 8 are much less 
marked than are those among Democratic primaries in Table 6, 
the relationship posited does appear. Nominations without 
opposition are quite few in the strong Republican states while 
in the same states nominations by less than a majority of the 
primary vote are relatively frequent. A part of the explanation 
probably rests in the fact that all the states, even those labelled 
as leaning Democratic, have quite strong Republican parties 
which can look forward with some hope for victory.*® 

It may be surmised that some of the difficulty with Table 8 
could be attributed to the aggregation of data from different 
time periods which might conceal variations by averaging out 
the high competition of the victorious days of party with the 
disinterest in primaries in times of party doldrums. States 
whose over-all record places them in one category of party 


15 By breaking the strong Republican group of Table 8 into two groups (dividing 
in halves the states so grouped in Table 1) and by juggling the figures a bit a more 
marked sort of relationship appears than in Table 8. In these two sub-groups and 
in the other groups in Table 8, listed according to declining degree of Republican 
commitment, the proportions of nominations made by under 60 per cent of the 
primary vote were: 77, 64, 59, 61, 56. 
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TABLE 8 


Distribution of Republican Gubernatorial Primaries Not 
Involving Incumbents, According to Percentage of 
Primary Vote Polled by Nominee, in Relation 
to Political Complexion of State* 





Percentage of Primaries by 
Proportion of Vote Polled 








by Nominee Total Per Cent 
Number of 
Under of Governors 

Character of State 50 50-59 60-89 90-100 Primaries Republican> 
Strong Republican 38 30 21 11 97 85 
Less-Strong Republican 41 18 35 6 34 79 
Competitive 32 29 18 21 56 $1 
Leaning Democratic 28 28 23 21 53 40 





Ree The table covers the states for the periods indicated in Table 1 as grouped 
there. 


> All gubernatorial elections for the period covered; not simply those preceded 
by primaries involving incumbents. 


TABLE 9 


Distribution of Republican Gubernatorial Primaries 
Involving Incumbents, by Percentage of Primary 
Vote Polled by Nominee, in Relation to 
Political Complexion of State 











Percentage of Primaries by Proportion Total 

of Primary Vote to Nominee Number 
Character of of 
State Groups Under 50 50-59 60-89 90-100 Primaries 
Strong Republican 18 33 26 23 76 
Less-Strong Republican 0 22 61 17 18 
Competitive 9 13 35 44 23 
Leaning Democratic 0 14 14 72 





strength for the entire period may have undergone a radical 
shift in the balance of party power during the period with an 
accompanying shift in the degree of interest in party nomina- 
tions. The elevation of eyebrows at the classification of Michi- 
gan as strong Republican and of Massachusetts as competitive 
(at least for the entire period) would suggest that the point be 
checked. The marked transformation that the politically ac- 
tive sectors of the electorates of these two states have under- 
gone is illustrated by Figure 2, which shows the percentages of 
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the potential electorates of these states voting in each of the 
major party primaries, 1914-1952. The long-run shift in the 
division of the highly involved between parties is especially 
notable in Michigan. The question is whether a change in the 
incidence of competition for party nomination paralleled the 
changes in relative party strength depicted in the figure. The 
proportions of Republican nominations in the two states (in 
primaries involving no incumbents) made by less than 60 per 
cent of the vote were: 


through 1930 69.2; 
1932-1952 40.0. 


The total numbers underlying these percentages (13 and 15) 
are so small that one has little faith in the proportions, but the 
direction of movement is in accord with our broad hypothesis. 
On the other hand, the proportions of Democratic nominations 
in these two states made by under 60 per cent of the popular 
vote were: 


through 1930 31.8; 
1932-1952 30.8. 


Yet for the entire group of states covered by Table 8 the 
differences between the two periods are not marked. Given 
the cyclical shift of 1932, it might be expected that competition 
for Republican nominations would decline markedly after 1930. 
The changes in the incidence of competition were not so great 
as might be expected. For the states covered by Table 8, the 
proportions of nominations by less than 60 per cent of the 
popular vote were: 


Republican Democratic 
through 1930 70 40 
1932-1952 59 36 


The similarity in the incidence of primary competition in 
the two periods suggests that perhaps short-term changes in 
the relative power position of a party do not necessarily affect 
its factional nature. The internal structure of party and its 
habitual ways of action may have considerable momentum. A 
sharp and prolonged change in external circumstances may be 
required to alter them. 
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FIGURE 2 


Percentages of Total Potential Electorate Voting in Republican 
and Democratic Gubernatorial Primaries in Michigan 
and Massachusetts, 1914-1952 
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VARIATIONS AMONG PARTY SYSTEMS 


Although the foregoing analysis carries its own conclusions 
distilled down about to the irreducible point, a few comments 
may be in order by way of attempt at even further summariza- 
tion and toward an indication of the inferences suggested by 
the data. What does the analysis suggest about the nature of 
the organization of the politics of the American state? 

1. The concept of party has a rather limited applicability in 
the description of the politics of the American state governor- 
ship. No single concept or set of categories can well describe 
the varieties of political structure that exist among the states. 
The descriptive problem is more one of delineating gradation 
than of categorization. Instead of classes of one-party states, 
or two-party states, or states leaning this way or that the data 
suggest the existence of various sorts of multi-group structures 
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operating through the primary system. The character of these 
structures rests to a considerable extent on the degree to which 
final gubernatorial choices are made in the primaries and on 
the division between the parties of the citizenry sufficiently con- 
cerned politically to vote in the primaries. 

2. Gradations exist among these multi-group structures 
within formal parties both in the number of intra-party groups 
and in the intensity of competition among them. The frequency 
of nominations contested with varying degrees of closeness 
has been used as an indicator of these characteristics of intra- 
party structure. The assumption is that differentiations both 
in internal party structure and in the function of party in the 
governing process roughly parallel these variations in the 
incidence of competition for party nomination. 

3. The evidence suggests that, in the absence of disturbing 
factors, as states deviate from parity of strength between 
parties, the frequency of genuine competition within the 
stronger party increases. Primary competition tends to be 
substituted for general election competition; competition 
within parties for competition between parties. It is in the 
character of the competitors and in the considerations at stake 
in this intra-party process that one must seek the nature of 
state politics in many states. It is not suggested that this 
competition within parties necessarily possesses the same 
characteristics as a competition between parties, although at 
times it may do so. The issues, the electoral groupings, the 
process of advancement to roles of leadership may well be on 
the whole quite different.” 

6 While this analysis in terms of group structure highlights one aspect of state 
political systems, there seeps from the data the notion that another feature would 
be revealed by appropriate attention to the time dimension especially with respect 
to states with competitive parties. The usual notions of two-party competition 
carry connotations of evenness of strength, of struggles determined by superior 
strategy and wit, of uncertainty of outcome, of great groups locked in struggle. If 
one attends to the time dimension and regards the process of acquisition of power 
as a sequence of connected events rather than as a matching of strength at a 
moment in time between continuing groups, the process may look different. Shifts 
in power may result from a cumulation of effects: the disappearance from the 
scene of a leader with a hold on the people, the decay of zeal as a ruling clique 
grows old, the infiltration of discordant elements into a group that once captured 
popular loyalties, the rise of a new leader, the fierce striving of politicians long 
out of power who sense victory in the air, the effects of a national landslide or 
other events outside and beyond control of state government. The semantics of 
such an approach tends to put the discussion in terms of a process which, through 


time, produces party fortune and misfortune rather than in terms of a series of 
engagements between the same pair of combatants. 
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4. Of the nature of intra-party behavior and factions the 
data here provide only sketchy evidence. Such as they are, the 
facts suggest that patterns of primary behavior, which are 
probably paralleled by intra-party factional structures of vary- 
ing character, possess considerable stability through time.” 
Patterns of behavior seem to persist in spite of changes in the 
relative strength of parties, and states that deviate from the 
general relationship formulated in the preceding paragraph 
seem to persist in their deviation. Such observations point, 
of course, to the necessity for exhaustive inspection of the elec- 
toral processes of individual states if one is to describe what 
many states have instead of a party system or to identify the 
determinants influential in the particular factional structure 
that exists. 

5. An odd consequence of the transfer of state politics, in 
varying degrees, to the direct primary of the major party is 
the restriction, in effect if not in form, of effective political 
participation to a relatively small group, the more highly 
concerned sector of the total potential electorate. At one ex- 
treme, this small group makes, in effect, final electoral choices. 
As one moves toward the point of inter-party competition, the 
highly involved are themselves divided into two groups and 
they determine the alternatives for the larger general election 
voting group. The states arrange themselves along a scale 
between these two points. At one point the highly concerned 
sector of the electorate shares enough in common to hold to- 
gether on national questions; it has within it sufficient differ- 
ences to divide fairly regular on state matters. At the opposite 
point on the scale the highly involved sector of the electorate 
divides on both state and national matters. To push the analy- 
sis a stage further along, it would be necessary to ascertain 
the factors associated with the varying sorts of cleavages from 
state to state among the people making up the highly involved 
sector of the electorate. 


1 Reflection upon the high proportion (about 40 per cent) of Republican guber- 
natorial nominations made in the strong Republican states by less than a majority 
of the primary vote as well as the relatively low proportion of the potential elec- 
torate participating in the primaries gives cause for pause. In these contests the 
outcome must often be a product of the erraticism of the fortunes of politics as 
well as the will of a very few people. This sort of democratic process probably 
can be expected to prevail only in an extremely high consensus society. 


CAMPAIGN FINANCE IN MASSACHUSETTS 
IN 1952 


Hugh Douglas Price® 


INTRODUCTION 


ARIOUS state and federal statutes pertaining to the financing 

of political campaigns require that detailed reports of 
contributions and expenditures be made. Although intensive 
analysis has been made of the reports filed under the federal 
corrupt practices acts,? similar studies have not been made of 
local and state campaign operations subject only to the state 
campaign finance laws. Since more money is probably handled 
by the various state and local groups not required to report 
under the federal statutes than by the interstate groups which 
are within federal jurisdiction, this lack of statewide studies has 
constituted an important omission in the study of party fi- 
nancing. 

There are a number of reasons for the ignoring of the docu- 
mentary material on campaign finance at the state level. 
Probably the most important factor has been the general be- 
lief that the unrealistic limits on total expenditures, which 
are found in many state corrupt practices acts, have resulted in 
such widespread non-compliance as to make the official reports 
virtually useless. While this is doubtless true for some states, 
it does not appear to be the case in Massachusetts. Although 
compliance with the Massachusetts statute is far from perfect, 
there are sufficient loopholes in the statutory limits on spending 
so that candidates and political committees in the state have 
been able to evade the intent of the statute, yet scrupulously 
observe the reporting requirements. The really pertinent data 
is difficult to obtain, but this is because of evasion and ex- 
tremely detailed over-compliance with the statute, not pri- 
marily because of non-compliance. For anyone willing, and 


1 The author would like to express his appreciation to Mr. Leo Flaherty, Chief 
of the Archives Division of the Office of the Massachusetts Secretary of the Com- 
monwealth, for assistance in using the bundles of 1952 campaign finance reports 
over a period of several weeks. 

2 The classic study is Louise Overacker’s Money in Elections (New York: Mac- 
millan Co., 1932). Professor Overacker has subsequently published articles in the 
American Political Science Review on the financing of the presidential elections of 
1932, 1936, 1940, and 1944, 
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able, to dig through the hundreds of reports, some of which 
run into thousands of pages, there is a remarkable amount of 
detailed and relevant data available. This paper seeks to 
analyze the data pertaining to the 1952 campaign in Massa- 
chusetts to provide something of a picture of the state campaign 
financing as well as some possible insights into the structure 
and physiology of campaign organization and management in 
the state. 


TOTAL CONTRIBUTIONS AND EXPENDITURES 


Massachusetts, true to its Puritan tradition, has one of the 
more stringent state campaign finance laws.* Candidates for 
statewide offices are restricted to maximum expenditures of 
$20,000 per election. The limit for candidates for representa- 
tive in congress is $7,500; for state senators, $2,000; for state 
representatives, $800 to $1,200 depending upon the type dis- 
trict; for other offices, not over $100 per 1,000 registered voters 
in the constituency as of the preceding election. The statute 
also sets $1,000 as the largest total amount to be given by any 
individual to a single candidate or political committee. After 
an election both candidates and political committees are re- 
quired to file a report listing the names and addresses of all 
contributors and indicating the amount received from each as 
well as the total amount of contributions. Like information is 
required as to expenditures and unpaid liabilities. There is no 
provision for preliminary reports to be filed before the election, 
no provision that all expenditures on behalf of a candidate must 
be made only with his knowledge and approval, and no require- 
ment that each candidate designate one or more banks as cen- 
tral depositories for all funds being used in his behalf. The loop- 
holes in the law are obvious: there is zo limit on the amount 
that can be spent on behalf of a candidate by committees nor 
on the number of committees that can be established to support 
a candidate.‘ 


*Chapter 55, Massachusetts Statutes Annotated. The provisions and judicial 
interpretation of the law are analyzed in detail by John S. Bottomly in ‘Corrupt 
eg in Political Campaigns,” Boston University Law Review XXX (1950), 

31-81. 

4 The definition of a “political committee” is not limited to the regularly or- 
ganized bodies of the major political parties. Any five individuals, one serving as 
chairman and another as treasurer, may constitute a non-elective political com- 
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There are a number of problems in attempting to obtain 
meaningful information from the mass of reports filed after 
each election in Massachusetts. The sheer bulk of some of the 
reports makes identification of the major contributors, or any 
other sort of close analysis, a laborious task. For example, the 
Republican State Committee filed a two-volume report, on 
legal-size paper, which ran to a total of 2,714 pages. All but 
232 pages of this report were devoted to listing the names and 
addresses of the thousands of contributors reported for 1952.5 
Also there has been a great proliferation of committees operat- 
ing in behalf of particular candidates, or organized by inter- 
ested individuals supporting one or the other party but prefer- 
ing to operate outside the regular party channels. Many of 
these non-party committees organize under names which give 
no indication of what candidate or candidates they are sup- 
porting. Finally, the reports are only available when they are 
least likely to be of interest—the deadline for filing them is not 
until 30 days after an election is over, and the reports are de- 
stroyed 15 months following the election. Thus there is abso- 
lutely no official information available on current campaign 
expenses at the time of an election, and the reports of a preced- 
ing election are destroyed well before the next campaign begins. 

How much does it cost to run for major public offices in 
Massachusetts? Obviously, no close limits can be given, but 
the amounts reported by candidates plus that reported by their 


mittee. Thus candidate Blank can avoid virtually the entire state law by simply 
having his wife or campaign manager organize a “Blank for Office Committee. 
Even the $1,000 maximum individual contribution rule can easily be circum- 
vented by forming multiple committees, such as “Fishermen for Blank,” ‘‘Vete- 
rans for Blank,”’ “Housewives for Blank,” etc. The maximum can be given to 
each one of these committees. Since the committee name need not even indicate 
whom it is supporting, the reports can be made under ambiguous or unenlightening 
committee names so that even post-election publicity becomes unlikely. If the 
present statute was seriously intended to regulate actual campaign financin 
practices it is a classic example of the failure to observe the “rule of anticipat 
reaction.” 

‘In contrast, the Democratic State Committee’s report, apparently typed in 
haste and filed on the last day of the reporting period, was only 38 pages in length 
and listed a total of only 1,061 contributions. Bn ly 134 contributions of less than 
$100 were indicated. Although the reports of the two state committees may not 
be strictly comparable, there was also a vast difference in the organization and 
conduct of the Democratic and Republican campaigns. 

* Thus the rubric “‘political committee” includes the regularly constituted com- 
mittees of the party organizations, the candidate-committees cperating as “fronts” 
for specific candidates, and the non-party committees backing a whole slate or 
at least more than one candidate. 
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personal campaign committees far exceed the maximum figures 
set by statute. In 1952 one political committee spent over one 
million dollars; one candidate’s statewide campaign cost over 
one-third of a million dollars; and a single family, including in- 
laws, contributed seventy thousand dollars toward the election 
of a single candidate. The total gross receipts and expenditures 
by candidates and committees for the past five campaigns are 
given in Table 1. The sum of the totals for primary candidates, 
general election candidates, and political committees in 1952 
is $3,376,982.52 in receipts and $3,957,645.99 in expenditures.’ 
But these figures are somewhat inflated by double entries to 
the extent that funds transferred between committees and 
candidates within the state are counted twice as contributions 
and twice as expenditures. Thus a single thousand-dollar con- 
tribution to a candidate who in turn transferred it to his party’s 
state committee, which then transferred it to a local committee 
would show up three times as a contribution and three times as 
an expenditure. To avoid this distortion the total amounts 
reported as transferred between candidates and committees can 
be subtracted from the gross totals derived from Table 1. This 
reduces the net receipts to a total of $2,916,329.07 in original 
contributions, plus $432,693.47 chipped in by the candidates 
from their own personal incomes. The net total expenditures, 
including unpaid liabilities, come to $3,441,592.25 after all 
transfers of funds have been deducted.’ Thus in round figures 
the 1952 Massachusetts campaigns, exclusive of the state’s 
share of the national committees’ spending, cost around three 
and one-half million dollars. 


7 The latter figure includes what the candidates spent out of their own pock- 
ets, above and beyond the amounts contributed to them, and also includes $96,- 
361.45 reported in unpaid liabilities. The expenditures figure does not include 
the $7,842.30 reported spent by corporations under the provisions of section 18 
of the state campaign finance law. This provision permits businesses which would 
be directly affected by a referendum issue to spend money to support or defeat 
the measure. Such corporation spending is usually limited to small amounts 
spent locally to influence local option liquor sale referendum votes. In 1950, 
however, when there was a highly controversial flat-rate auto liability insurance 
provision on the ballot, various corporations reported spending $476,858. Such 
corporate spending is omitted from the totals in Table 1, which covers only spend- 
ing in connection with campaigns for election to public office. 

8 Even these ‘‘adjusted”’ totals can only be regarded as correct within one or 
two per cent, since the Massachusetts committees and candidates had some trans- 
actions with non-reporting out-of-state groups and hence did not constitute a 
closed system where every transfer from a committee or a candidate also was 
reported as a contribution by another committee or candidate. Since total out-of- 


a 
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ROLE OF PARTY ORGANIZATION AND RELATED GROUPS 


The financial giants of 1952 were the two state party com- 
mittees. The reported figures for each of the state committees 
were as follows: 


Receipts Expenditures Liabilities 
Democratic State Committee $ 442,638.36 $ 441,491.02 $56,639.48 
Republican State Committee $1,003,692.84 $1,058,501.08 $54,808.24 


Unfortunately, the reports do not indicate the balance on hand 
for the committees at the beginning of the year; however, the 
sizeable unpaid liabilities reported by each makes it appear 
likely that both groups went into the red. The striking differ- 
ence in amounts raised by the two state committees is not en- 
tirely due to limitations upon the sources of contributions for 
the Democrats. To some extent the difference may be attrib- 
uted to the more comprehensive nature of the Republican 
State Committee’s report, but there was also a very considera- 
ble difference in organization and management of the campaign 
between the two parties. The Republican campaign was a 
highly integrated operation with the state committee playing 
the dominant financial role. On the Democratic side, however, 
the state committee did not play nearly such a central role. It 
provided no funds for either the national party or for the use of 
any of the individual state candidates. Actually, the activities 
of the Democratic State Committee were largely centered 
around the re-election campaign of Governor Dever. Large- 
scale campaigning for the national Democratic ticket was 
undertaken by an autonomous Stevenson for President Com- 
mittee and by the Stevenson Volunteers, each of which groups 
raised approximately fifty thousand dollars. A third major 
center of Democratic financial activity was the series of com- 
mittees supporting the Democratic senatorial nominee, John F. 
Kennedy—these raised over one-third of a million dollars. 
Thus the Republican State Committee accounted for a much 
larger share of all Republican expenditures than the Democratic 
State Committee did of all Democratic expenditures. Conse- 
quently the disparity between the amounts available for the 
state transactions, other than individual contributions to national committees 
not included in the state totals anyway, only involved a few thousand dollars, the 
off-setting of all transfers gives a highly accurate approximation. A more impor- 


tant limitation on the accuracy of these totals is that they are no better than the 
reported data, and a number of candidates and committees failed to file reports. 
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over-all Democratic and Republican campaigns was not so 
great as the difference in the expenditures of the respective 
state committees indicates. 

There was also a marked difference between the two state 
committees in the proportion of their receipts received from 
contributions of various sizes. The comparative figures are 
provided in Table 2, but they must be interpreted with caution 
because of the different role played by each of the committees 
and also because the Democratic report may not have been as 
detailed as the Republican. Surprisingly, the fund raisers of the 
Democratic State Committee appear to have far outstripped 
the Republicans in raising thousand-dollar and five hundred 
dollar contributions. In the smaller ranges, where it requires 
a working statewide organization to get out and solicit con- 
tributions from the rank and file, the Democrats appear to 
have fallen down almost completely. Most of the money raised 
for the Democratic cause at the so-called grass-roots level can 
be attributed to the labor political committees, the Stevenson 
Volunteers, and other independent groups, not to the state 
committee. In contrast, the Republican State Committee 
reported almost one-half of its total receipts as coming from 
contributions of less than one hundred dollars. No other major 
political committee in Massachusetts reported nearly this 
large a share of receipts from such relatively small contribu- 
tions. 


TABLE 2 
Individual Contributions to the Massachusetts Democratic 


State Committee and Republican State Committee, 
by Size of Amount Given, in 1952* 














Democratic State Republican State 
Committee Committee 
Size of Number of Total Number of Total 

Contribution Contributions Amount Contributions Amount 
$1,000 190 $190,000.00 107 $ 107,000.00 
$500-999 293 155,550.00 205 110,874.41 
$100-499 444 88,150.00 2,084 296,383.36 
Under $100 134 8,938.36 75,000 489,435.07 

Total 1,061 $442,638.36 77,396 $1,003,692.84 





* Includes both contributions from other committees and from persons, how- 
ever, the latter account for approximately ninety-nine per cent of the receipts of 
each of the committees. 

_> Estimate based on sample page counts of the 2,482 page report of contribu- 
tions. 
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One rather surprising fact indicated by the reports is that in 
neither party did the local city, ward, and town committees 
play a very significant role in raising funds in their own behalf. 
Many such groups filed reports of no receipts and no expendi- 
tures, or statements that neither receipts nor expenditures 
exceeded twenty dollars. The local Republican committees 
relied almost exclusively upon subventions from the state com- 
mittee.” The local Democratic committees were inactive in 
many communities, and the Democratic State Committee 
reported no funds disbursed to any local committee. A few 
local Democratic Committees raised small amounts by holding 
fish fries, clam bakes, banquets, whist and bridge tournaments, 
sale of Stevenson pins and speech books, and other miscella- 
neous activities. Such additional funds as the Democratic local 
committees reported in 1952 were received from independent 
organizations supporting the various statewide Democratic 
candidates." 

In addition to the two rival party organizations there were a 
number of more or less related groups of considerable impor- 
tance in financing the general party battle. Some of these non- 
party committees constituted mere letterhead “fronts” and 
received 100 per cent of their funds from one of the regular 
party organizations. Others were organized by individuals 
preferring to operate completely independently of the regular 
party organization. And between these two extremes there was 
a wide range of arrangements where varying amounts of money 
either flowed down from the state party committee, as with 
most of the pro-Republican groups, or up to state-wide organi- 
zations, as was the case with most of the pro-Democratic 
groups. 

On the Republican side the non-party committees played 
a relatively small role and received much of their funds from 
the Republican State Committee. The Massachusetts Com- 
mittee for Eisenhower and Nixon, financially the most impor- 

* The detailed breakdown of contributions, expenditures, and liabilities is not 
required where less than twenty dollars is involved. 

1” The Lowell City Republican Committee, for example, reported receipts of 
$4,310.88 of which $4,300 came from the Republican State Committee. 

11 Thus the Worcester City Democratic Committee reported $600 of which $500 
came from the Dever for Governor Committee and the remaining $100 from the 


Kennedy for Senator Committee. In contrast, the Worcester City Republican 
Committee received $5,500 from the Republican State Committee. 
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tant of the pro-Republican non-party groups, thus reported a 
total of $63,300.89 in receipts, but $43,349.62 of this came in 
transfers from the Republican State Committee and three 
Republican city committees. The Republican Pre-Primary 
Assembly Convention, an “unofficial” party organization, re- 
ported $49,499.12, of which $17,711.06 came from the state 
committee.!* The Committee to Elect a Republican Legisla- 
ture received its $26,290 entirely from individual contributors. 
The Italo-American Voters’ League, however, received only 
$450 of its total receipts from individual contributors—a total 
of $8,500 came from the Republican State Committee and the 
remaining $3,843.83 was reported as proceeds from a banquet 
given in Boston in honor of Vice-Presidential candidate Nixon. 
The ‘‘Better Government Associates’’ acquired $9,250 in eleven 
contributions.'* The Massachusetts Council of Young Repub- 
licans’ TV Fund reported $528.50, and six local “‘Ike’’ clubs 
raised a total of $1,845.30, thus providing eloquent testimony 
to the adequacy of the regular Republican organization and its 
subsidiaries for tapping sources of funds. 

The non-party committees played a proportionately larger 
role in the Democratic campaign than in the Republican. The 
Stevenson for President Committee, sparked by Finance 
Chairman Dewey Stone, whose family contributed a total of 
$7,125, raised $51,479.03 for the Stevenson cause in Massachu- 
setts.'* The Massachusetts Volunteers for Stevenson reported 

2 After the election statutory provisions for party pre-primary conventions 
were enacted by the Republican-controlled legislature and signed by the Republi- 
can governor. Interest in the pre-primary system of convention endorsement has 
increased with the realization that current ethnic voting alignments make it ex- 
tremely unlikely that either party will emerge from genuine primary contests 
with a “balanced ticket.” In 1952 the Republican hierarchy was able to draw 
up an endorsed slate at the unofficial pre-primary convention; the Democrats did 
not attempt to do so. Financial support of the convention -endorsed Republican 
candidates helped ensure finality of the convention's recommendations. Thus the 
Republican Pre-Primary Convention granted a total of $27,125 to the Herter 
for Governor Committee; $8,000 to Senator Lodge's ‘‘Committee for the Elimina- 
tion of Waste,” and $1, 500 each to the Republican candidates for lieutenant- 
governor, secretary, auditor, attorney-general, and treasurer, 

‘8 This group’s chief contribution to “better government,” in addition to direct 
campaign advertising, was a series of contributions to most of the Republican 
ward committees in Boston. 

1 Mr. Stone apparently became somewhat over-enthusiastic about the Steven- 
son campaign. The cummittee emerged from the campaign with expenditures and 
liabilities $14,110.76 in excess of its total receipts. Since the winning side can 

enerally count on many “bandwagon” contributors seeking to get their chi 


in after the election is over, there is always a temptation for each side to engage in 
pre-election deficit financing. When both sides anticipate a favorable reaction 
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receipts of $39,950, part of which came in transfers of part of 
the $19,600.68 reported raised by 28 local units. The Massachu- 
setts Five-Dollar Fund for Stevenson and Sparkman, which 
did not limit itself to five-dollar contributions, raised $5,375 
more, of which $1,700 was transferred to the Stevenson for 
President Committee. The $8,858 fund of the Mayors for 
Stevenson Committee, headed by Boston’s Mayor Hynes, 
included token contributions from nineteen out-of-state mayors 
and $3,000 from the Democratic National Committee. The 
Committee to Re-Elect a Democratic Legislature raised $19,545 
in individual contributions. Two rather unusual groups re- 
porting in 1952 were the Demosthenes Democratic Club and 
the ‘‘Committee to Elect Fearless Officials.’”” The former, ac- 
cording to the report of treasurer John Andriopulos, received 
$5,030 from its local branches and contributed to various 
Democratic candidates and the state committee. The latter 
organization raised $2,509 and is included among the pro- 
Democratic non-party groups since all the candidates it re- 
garded as ‘‘fearless’’ enough to warrant financial support were 
Democrats. 

The limited scope of activity undertaken by the regular 
Democratic party organization made the role of labor’s political 
committees particularly important in 1952. Five political 
committees representing labor groups, although not formally 
allied with the Democratic Party, raised almost $40,000 for 
campaign purposes in 1952.15 The Massachusetts Textile 
Workers CIO—PAC reported $11,455.54 in receipts, and the 
Amalgamated Clothing Workers CIO-PAC reported $5,675.14. 
The Massachusetts State CIO-PAC, which was partly sup- 
ported by funds of the two previously mentioned groups, re- 
ported total receipts of $10,200. The Massachusetts Labor’s 
League for Political Education received $10,208.29, including 
$4,300 transferred from the national headquarters, but the 
state group listed only $6,691.12 as available for use in the 
elections. A final $5,589.45 was reported by the Political Edu- 


from the electorate and go into the election with their books in the red one or the 
other is doomed to disappointment. 

18 The National CIO-PAC, sometimes pictured as a threat to free elections, 
contributed only $3,000 to Massachusetts candidates and committees. Other 
out-of-state labor groups also contributed an additional $3,500 to Mr. E. F. 
Doolan, the labor-endorsed opponent of Representative Joseph W. Martin, Jr. 





CAMPAIGN FINANCE IN MASSACHUSETTS — 35 


cation Committee of Teamsters’ Council No. 10. The impor- 
tance of labor’s political committees cannot be entirely meas- 
ured by the amount of dollars and cents they had available for 
campaign spending. As in the case of the Stevenson Volunteers, 
the local labor organizations could provide something of a sub- 
stitute for the dormant Democratic party organization in many 
areas of potential Democratic strength. Volunteer workers 
from such groups also may perform many necessary services in 
a campaign which might otherwise require a considerable 
payroll expenditure. 


ROLE OF CANDIDATE’S PERSONAL CAMPAIGN COMMITTEE 


The activities of the various non-party committees and labor 
groups on the Democratic side improved the general Demo- 
cratic financial situation considerably, but the Republican 
State Committee and its small satellite groups were still in a 
position of almost two to one superiority in financial resources 
in 1952. This disparity, and the limited scope of activity by 
the regular Democratic organization, made it necessary for the 
individual Democratic candidates to raise sizeable sums for 
committees operating in their own behalf. The Republican 
candidates, aided by grants from their state and national com- 
mittees, responded likewise and sometimes outdid their Demo- 
cratic opponents. In some cases, such as the Republican guber- 
natorial and senatorial campaigns, the candidates’ personal 
campaign committees assumed complete financial control and 
even the candidates’ own personal contributions were channeled 
through the committees rather than handled directly by the can- 
didates. Obviously, this practice completely frustrates the nomi- 
nal statutory limits on amounts to be spent by candidates for 
various offices. In many local and some congressional contests 
expenses were not so large as to necessitate the candidates’ 
operating through committees at all. In a third group of cases 
the candidates personally spent either their own money or 
money contributed to them up to the maximum amounts set 
by statute, and then their campaign committees carried on the 
balance of the financing. 

In 1952 the various personal campaign committees operating 
on behalf of individual candidates spent approximately one 
million dollars. Since the regular party organizations accounted 
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for about one and one-half million and the non-party com- 
mittees and candidates’ personal spending came to only about 
one-half million each, the candidate-committees played a 
crucial role in the financing of the 1952 campaigns. The candi- 
dates-committees operating in the senatorial and gubernatorial 
races alone raised $698,027.59. Nor was the use of personal 
campaign committees limited to statewide candidates—such 
groups were often formed by congressional candidates, legisla- 
tive candidates, and by candidates in the various county and 
district level contests. 

The most important use of the candidate-committee device 
in 1952 occurred in the senatorial race, where the various com- 
mittees operating on behalf of the two major party nominees 
reported over $400,000 in receipts and expenditures. A de- 
tailed breakdown by candidate and by committee is provided 
in Table 3. On the GOP side the campaign to re-elect Henry 
Cabot Lodge, Jr. was financed by the euphemistically named 
“Committee for the Elimination of Waste,’’ which raised 
$58,413, of which $21,000 came via fund transfers from other 
committees. Of course, Senator Lodge was also one of the 
chief beneficiaries of the integrated campaign carried on by the 
Republican State Committee with its million-dollar budget. 
No attempt has been made to prorate the portion of the state 
committees’ expenditures which benefited the respective sena- 
torial candidates, but the Republican superiority in this field 
went far toward equalizing the rather lopsided financial picture 
presented by the data in Table 3 alone. 

The Kennedy campaign financing presents a considerably 
more complicated picture than does that of Senator Lodge. The 
Massachusetts limit of $1,000 as a maximum to be given by any 
individual to a single candidate or committee has frequently 
resulted in multiple listing of $1,000 gifts from husband, wife, 
children, and other family members, but the Kennedy cam- 
paign carried the process one step further by using multiple 
committees to each of which each member of a family could 


%* The actual candidates in all contests, both primary and general election, 
reported personal campaign receipts of only $229,922.09, which included $70,- 
569.01 in transfers from committees. The various candidates reported personal 
campaign eager sean of $711,796.13, of which $47,170.57 went to political com- 
mittees. The difference between gross receipts in contributions and their gross 
expenditures, $481,874.04, came out of the candidates’ own pocketbooks. 
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legally contribute $1,000. Thus the seven members of the 
Joseph P. Kennedy family contributed a total of $35,000 to 
the five main Kennedy committees; members of the George 
Skakel family (Kennedy in-laws) were listed as giving $25,000; 
and John J. Dowdle III and his wife (a former Skakel) gave 
$10,000. This brings the family total, not including the candi- 
date’s personal expenditure of $15,866.14, to $70,000.” 

A more detailed analysis of the receipts of the various Ken- 
nedy committees is provided in Table 4. The earliest of these 
groups to begin operations was the Kennedy for U. S. Senator 
Committee, which eventually received almost twice the amount 
raised by any of the other Kennedy committees. On June 10, 
1952, Mr. John J. Ford, the committee treasurer, listed his 
initial family contribution of $3,000"' to start operations, and 
on the next day he listed seven $1,000 contributions from the 
seven members of the Joseph P. Kennedy family. Later in 
June the “Build Massachusetts Committee’’ was organized—it 
received sixty-two $1,000 contributions and three $500 ones. 
Then, early in September, three additional Kennedy commit- 
tees were formed. On September 4 twenty-one $1,000 con- 
tributions arrived from the seven Kennedys—seven for the 
“Committee for the Improvement of the Massachusetts Fish 
Industry,” seven for the “Committee for the Improvement of 
the Massachusetts Shoe Industry,” and seven for the ‘‘Commit- 
tee for the Improvement of the Massachusetts Textile In- 
dustry.” The first of these groups received forty-eight $1,000 
contributions and one of $500; the second received forty-four 
of $1,000 and one of $500; the third received fifty of $1,000 
and two of $500. By the end of the week of the election the 
five main Kennedy committees had received the impressive 
total of 309 contributions of $1,000 each. This amount, com- 
prising over eighty-eight per cent of the total Kennedy cam- 
paign receipts, exceeded the total amount raised by the two 
state party committees in thousand-dollar contributions.” 

1 This could be done legally since no single family member contributed more 
than $1,000 to any one of the various committees. 

8 Ultimately the total contribution of Mr. Ford and family to the Kennedy 
campaign came to $15,000. This amount gives the Ford family a two to one 
margin over the personal contribution reported by any other campaign treasurer 
and family in Massachusetts during 1952. The total contributions reported by 
the various Kennedy committee treasurers, and their families, was $23,500. 


19 The Democratic State Committee reported 190 thousand-dollar contributions; 
the Republican State Committee, 107. 
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In the gubernatorial campaign the candidate-committees 
handled roughly $275,000, with each of the two major candi- 
dates relying upon a single committee. On the Democratic side 
the Dever committee received $139,356.04, all but $500 of 
which came in the form of contributions from individuals. The 
corresponding Republican group, the Herter for Governor 
Committee, reported a total of $144,570.74, of which $42,863.86 
came from the Republican State Committee or Pre-Primary 
Convention. Contributions of $500 or larger accounted for 
between 55 and 60 per cent of the total contributed by in- 
dividuals to the Herter committee and to the Dever group. 

Personal campaign committees were also organized on behalf 
of nine of the ten major party candidates for the five minor 
statewide executive offices. By far the largest amounts were 
reported by committees backing candidates in the race for 
attorney-general. The Democratic incumbent, Francis E. 
Kelly, waged a costly primary campaign against three con- 
tenders for the Democratic nomination. The Kelly committee 
reported total receipts of $46,524.53 for both the primary and 
general election campaigns. Mr. Kelly’s three unsuccessful 
primary opponents had campaign committees which raised a 
combined total of $31,931.48. The ultimately successful Re- 
publican nominee, George Fingold, was backed by a committee 
which raised $18,080 for the general election, thus bringing the 
total amount contributed in the attorney-general’s race to over 
$90,000. On the Republican side the Whittier for Lieutenant- 
Governor Committee reported receipts of $25,974, including 
$9,500 from the Republican State Committee and $1,500 from 
the Pre-Primary Convention, but the remaining four Demo- 
cratic nominees for minor statewide office and the other three 
Republican candidates all ran their respective campaigns for 
considerably less than $10,000. 

Candidate-committees also played a large role in financing 
the congressional campaigns, particularly in the closely com- 
petitive districts. The most successful of the congressional 
candidate-committees in raising money was the group sup- 
porting Democrat T. P. O'Neill, Jr., who won in the 11th 
district (Cambridge plus four Boston wards) fight for the seat 
vacated by former Representative John F. Kennedy. The 
O’Neill committee raised $28,125 as compared with $9,900 
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reported by the committee backing Michael LoPresti, the 
other chief contender for the Democratic nomination.” Only 
two other congressional candidacies in the state attracted over 
$10,000 in contributions in 1952. In the 4th district (Worcester 
and vicinity) the unsuccessful Republican challenger, C. A. 
Sheridan, reported personal contributions of $149 and the 
Sheridan committee raised $12,415.73, for a total of $12,564.73. 
In the 14th district (Fall River and vicinity) Democrat E. F. 
Doolan received $3,500 and the Doolan Committee raised 
$6,284.77 more for a total of $10,324.77 in his unsuccessful 
campaign against Joseph W. Martin, Jr., perennial Republican 
leader in the House of Representatives.” 

The extremely low maximum expenditures permitted the 
actual candidates under the state corrupt practices act made 
it necessary for many legislative and local candidates to chan- 
nel their funds through personal campaign committees. Nu- 
merous committees were organized to back candidates for the 
Governor’s Council, for the state senate, for the General Court 
(lower house of the State legislature) and for various county 
offices. The most affluent of these candidate-committees was 
the “Charles Gabriel Campaign Fund’’ which raised $12,240 
to aid Republican candidate Gabriel’s successful campaign 
for election to the Governor’s Council. Top money raisers for 
candidates of the respective parties in the state senate races 
were the ‘‘Amory for State Senator Committee”’ (Republican) 
with $11,348.60, and the “O’Brien for State Senator Com- 
mittee’’ (Democrat) with $8,589.68.22 Among the committees 
campaigning for candidates to the lower house of the legislature 


20 Since this district votes Democratic by a two to one margin the Republicans 
did not wage a concerted campaign. The Republican nominee reported no receipts 
and no expenditures, but a committee supporting him managed to raise $1,528, 
which included $500 from the Republican National Congressional Campaign 
Committee. 

*t Mr. Doolan was backed by several labor groups who had become irked at 
Representative Martin. Unseating such a national figure, however, is a task not 
easily accomplished. In contrast to labor’s brash and unsuccessful effort, the 
Republican National Congressional Campaign Committee exhibited shrewd 
judgment in alloting various amounts to ten of the Republican congressional 
nominees. These grants ranged from $250 or $500 in “‘safe” or “hopeless’’ dis- 
tricts to the $4,000 poured into the 8th district which ultimately elected the Re- 

ublican candidate, but by the narrowest margin reported in any of the state’s 
ourteen districts. 

22 Amory and O’Brien were opponents in the 2d Middlesex District, composed 
of Belmont and parts of Cambridge and Somerville. In the election O’Brien edged 
into office with a margin of 274 votes out of over 60,000 cast. 
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the top amounts were reported on behalf of two unsuccessful 
primary candidates. In the Democratic primary the ‘‘Com- 
mittee to Elect McInerney Representative” raised $4,000, all 
of which came from six contributors, but Mr. McInerney ran 
fourth in the three-man 10th Suffolk District (wards 10 and 11 
of Boston). In the 10th Norfolk District (Brookline) the 
“Wernick for Representative Committee’ raised $2,959.89 
for use in the Republican primary, but Mr. Wernick also ran 
fourth in that three-man district.”* 


THE INDIVIDUAL CONTRIBUTORS 


Probably of more importance than the absolute amount of 
campaign expenditures is the question of ‘‘who pays the piper.” 
Ultimately the tangle of committee, funds, and special cam- 
paign groups must lead back to the original contributors. 
Examination of all the reports filed by Massachusetts candi- 
dates and committees in 1952 revealed 1,707 individual con- 
tributions of $500 or more; however, multiple gifts by the same 
persons reduced the actual number of individuals contributing 
such amounts to 1,384. These large contributions accounted 
for $1,301,376.42, or slightly over 35 per cent of all money 
reported. Contributions of $500 or more were listed from in- 
dividuals residing in seventeen states other than Massachu- 
setts, from the District of Columbia, and even from one person 
in Paris, France.*4 

Multiple contributions of $1,000 each to several committees, 
or by several members of a family, or both, permitted 34 fam- 
ilies or individuals to contribute from $5,000 to $35,000 each. 
The total contribution of this inner financial elite came to 
$320,200.67. Of the 34 contributing $5,000 or over, 26 gave 
primarily to the Kennedy campaign.*® Of the remaining 8 there 

23 The maximum amount authorized to be spent personally by a candidate for 
the state senate is $2,000, and for the General Court (lower house) it is $800 for 
candidates in districts with one representative, $1,000 for candidates in two-man 
districts, and $1,200 for those running in three-man districts. 

*4 The total amount received from out-of-state individual contributors of $500 
or more was $289,620, of which $137,970 came from persons in New York. The 
proportion coming from out-of-state contributors in previous years has probably 
been considerably smaller, since the Kennedy campaign accounted for $179,000 
of the total coming from outside Massachusetts in 1952. 

25 Of the twenty-six there were nineteen who listed out-of-state addresses. The 
importance of multiple contributions for the Kennedy campaign can be seen from 


the fact that a total of fifty-seven individuals representing twenty-nine family 
names accounted for $240,000 of the Kennedy receipts. 
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were 5 who contributed chiefly in behalf of their own candida- 
cies or for members of their immediate family, two more 
gave mainly to the Stevenson campaign, and a third con- 
tributed to the Democratic State Committee. The relatively 
high proportion of these contributors supporting Democratic 
candidates and organizations indicates that a hasty identifica- 
tion of economic self-interest as the prime motivation of large 
gifts would be rather misleading. In practice the various cross- 
pressures working upon potential contributors are probably as 
complex as those affecting the individual voter. 

To the limited extent that family names can be used as a 
rough index of ethnic origin the party alignment of the large 
contributors was about what would be expected from what is 
known about general voting behavior of ethnic and nationality 
groups. For example, Democratic committees and candidates 
found favor among the Cardi, Cammarata, Campanella, 
Canzano, Cappine, Caputo, and Consolo families; the Repub- 
licans were favored more frequently by those with names such 
as Cabot, Carter, Charles, Chase, Church, Clark, Coolidge, 
and Crane. As in the case with voting, such alignments do not 
constitute really sharp cleavages. The various Sullivans, for 
instance, split with 13 donating to Democratic causes and 4 
giving to the Republicans. Particularly noticeable deviations 
from the expected pattern emerged in the case of candidate- 
committees backing a nominee from a racial or nationality 
group usually associated with the opposite party. Thus Mr. 
Fingold, Republican nominee for Attorney-General, received 
contributions of $500 or more from the Abelson, Gurvitz, 
Kuperman, Rosenblatt, Winetsky, and Zuker families. 

In contrast to the many contributors of $500 or more who 
could not be identified by means of available reference sources™ 
are the names of others whose claim to fame is somewhat 
greater than a few lines in a professional directory. Among 


26 Some idea of the difficulty of identifying enough to warrant detailed break- 
downs of the contributors by occupation, geographical location, or economic 
status can be gained from the fact that the 1,384 contributors of $500 or more 
included, in addition to the seventeen Sullivans, fourteen persons by the name of 
Murphy and nine representatives each from the Jones and the Smith clans. Ad- 
dresses of the contributors were listed on the reports, but some gave business 
addresses while others gave home addresses so that no detailed geographical 
distributions could be made; however, a clear majority of the large contributors 
resided in the Boston metropolitan area. 
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these, in addition to the Kennedys, were Arde Bulova, chair- 
man of the board of the Bulova Watch Company;” Samuel 
Goldwyn, Hollywood movie producer;* Paul G. Hoffman, of 
Studebaker, ECA, and Ford Foundation fame;” the fabulous 
Pews of the Sun Oil Company in Pennsylvania; Nelson and 
David Rockefeller ;3! Harold S. Vanderbilt ;*? Sinclair Weeks ;** 
and Henry R. Luce of Time-Life, Inc.** Prominent political 
contributors in addition to the actual candidates included 
John B. Hynes, Mayor of Boston;** James M. Curley, among 
other things an ex-congressman, ex-mayor of Boston, and ex- 
governor ;* and Senator and Mrs. Leverett Saltonstall.” 


CONCLUSION 


Study of the campaign financing of one election in one state 
does not provide the material necessary for broad generaliza- 
tions on the role of money in politics or on the best means of 
regulating that role. It does, however, indicate the scope of the 
problem and the extent to which the present Massachusetts 
corrupt practices act is a failure in so far as it relates to regula- 
tion of the amounts to be spent in specific contests. The use of 
political committees, which are subject to no restriction on 


27 Mr. Bulova contributed $1,000 to the Kennedy campaign. 

28 Mr. Goldwyn contributed $500 to Senator Lodge’s campaign. 

2 Mr. Hoffman gave $1,000 to Senator Lodge’s campaign and $250 to the 
Herter for Governor Committee. 

%® The Pews contributed $500 to the Republican State Committee and a total of 
$1,000 to the Goodwin for Congress Committee. This was only a tiny fraction 
of the Pews’ total reported contributions of $65,100 to various Republican groups 
throughout the country. See New York Times, October 11, 1953. 

31 The Rockefellers gave $2,000 to the Lodge campaign and $1,000 to the Herter 
Committee. The total Rockefeller contribution for the whole country in 1952 was 
reported at $94,000. New York Times, October 11, 1953. 

32 Mr. Vanderbilt gave $1,000 to the Lodge campaign. The Vanderbilts’ na- 
tional total was reported to be $19,000 for 1952. New York Times, October 11, 


953. 

33 Mr. Weeks contributed $500 to the Republican State Committee; however, 
his financial importance to the Republican cause might be many times this actual 
amount because of his long experience in raising funds for the party. Emphasis 
upon the individual contributors ignores the crucial importance of individual fund 
raisers and contact men. The importance of such persons is emphasized by Floyd 
Hunter in his Community Power Structure (Chapel Hill: University of North Caro- 
lina Press, 1953). 

34 Mr. Luce gave $500 to the Republican State Committee. The national total 
for the Luces was reported at $13,000. New York Times, October 11, 1953. 

35 Mayor Hynes gave $1,000 to the Democratic State Committee. 

%* Mr. Curley gave $1,000 to the Democratic State Committee. 

™ The two Saltonstalls contributed $1,000 each to the Republican State Com- 
mittee. 
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amount, has left the statutory limits a virtual dead letter. 
Considering the size of the Massachusetts electorate and the 
high cost of modern communications media and other means of 
mass publicity it is a highly debatable proposition whether 
there should be limits on the amount of campaign spending. 
Even granting the desirability of such limits there is the as yet 
unsolved problem of effective administration and enforcement. 
Experience in Massachusetts indicates that such limits only 
lead to elaborate evasions or even non-compliance so that the 
chances for giving publicity to the main sources of candidates’ 
funds are reduced. The attempt to foreclose contributions 
from certain sources, such as labor unions and corporations,™ 
appears to have been somewhat more successful. The provi- 
sions seeking to limit to a $1,000 maximum the amount coming 
from a given individual to a candidate or committee has not 
been so successful—the listing of contributions for each mem- 
ber of a family, or to a number of committees supporting the 
same candidate, or both, has made this “‘limit’’ useless. 

Finally, the present Massachusetts policy makes no effective 
provision for publicity of campaign contributions and expendi- 
tures. Many observers have come to the conclusion that 
periodic reports during the campaign and a complete publicizing 
of all financial arrangements immediately after an election are 
the best means of regulation.*® Here again the present Massa- 
chusetts policy is an almost complete failure. The reports are 
not filed until a month after the election and are destroyed 
before the next campaign even gets under way. And when 
the reports are finally filed publicity is made extremely difficult 
by the unnecessary decentralization and duplication in the 
reporting committees, the use of ambiguous committee names, 


38 Under the present statute corporations are permitted to spend their funds to 

romote or defeat referendum questions which have a direct bearing upon the 
Ceslens concerned. It would seem appropriate to make a similar exemption for 
unions, as in a referendum on an anti-union-shop “right to work’’ amendment. 
The whole problem of whether unions should be treated came gp J to corpora- 
tions is open to question—see Joseph Tanenhaus, “Organized Labor's Political 
Spending: the Law and Its Consequences,” Journal of Politics, XVI (1954), 
441-71, particularly pp. 467-70. 

* For an analysis of the first trial operation of such a law in one state see Elston 
E. Roady, ‘‘Florida’s New Campaign Expense Law and the 1952 Democratic 
Gubernatorial Primaries,’’ American Political Science Review XLVIII (1954), 
465-76. Such an approach assumes a reasonable amount of ability in “the com- 
mon man” who is provided with the facts, and also recognizes that there are limits 
to what can be accomplished by legislative fiat. 
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and the over-compliance which buries significant data in 
thousand-page tomes. Any attempt at regulating the use of 
money in politics raises complex administrative and policy 
problems, but it certainly seems that a much more effective 
job could be done than is possible under the existing Massachu- 
setts provisions. 
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JUDICIAL POWER OVER POLICY UNDER 
STATE CONSTITUTIONS 


Albert M. Horn 


REDISCOVERY OF CONSTITUTIONAL RESTRICTIONS ON 
ECONOMIC REGULATION 


A DELUSIVE simplicity may mislead the constitutionalist 
who reads only the opinions of the United States Supreme 
Court. He may conclude that invalidity of economic regulatory 
legislation, judicially declared because of a penchant for the 
accustomed, came to an end in the spring of 1937 with West 
Coast Hotel v. Parrish’ and National Labor Relations Board v. 
Jones & Laughlin Steel Corporation.’ Indeed since that time he 
will find no federal economic statute held unconstitutional on 
substantive due-process or equal protection grounds;’ and State 
legislation regulating business and property has likewise fared 
well in the federal Supreme Court.‘ But the story of State 
constitutions in State courts of last resort is quite different.® 
In many States, judicial control over economic legislation con- 
tinues much as it did before the ‘‘constitutional revolution.’”® 


1 300 US 379 (1937). 

2301 US 1 (1937). 

* US v. Cardiff, 344 US 174 (1952), in which a part of the federal pre-food 
legislation was held unconstitutional in 1953 turns on the confusing and self-con- 
tradictory terms of the statute. US v. Lovett, 328 US 303 (1946) went off on bill 
of attainder grounds. Tot v. US, 319 US 463 (1943), was procedural,—the statute 
in question attempted to impose an unreasonable evidentiary presumption. 
Polling v. Sharpe, 347 US 497 (1954), concerned segregation in District of Colum- 
bia schools,—an example of “human rights, not property rights,”’ if that obscure 
antithesis can ever furnish one. This is the entire list of federal statutes held 
unconstitutional since Ashton v. Cameron County Water Improvement District, 
298 US 513, invalidated a federal bankruptcy act for municipalities in May, 1936! 

‘State legislation which the Supreme Court has held unconstitutional since 
1937 has, in general, infringed personal freedoms rather than property rights—if 
that distinction i is tenable. Kedreff v. St. Nicholas Cathedral, 344 US 94 (1952), in 
form a dispute over a piece of real property, was decided on the theory that a 
New York statute invaded freedom of religion. 

5 The author of this article acknowledges with gratitude his indebtedness to 
Professor Monrad G. Paulsen, whose papers ‘‘The Persistence of Substantive 
Due Process in the States,” 34 Minnescta Law Review 91 (1950), and “ ‘Natural 
Rights’—a Constitutional Doctrine in Indiana” (1950) are necessary for any 
study of the matter of the present essay. A note by Mr. Joseph O. Graves, 
“Economic Equal Protection in the States,” 1 Utah Law Review 27 (1952), and 
an unsigned note “State Views on Economic Due Process: 1937-1953’’, 53 Colum- 
bia Law Review 827 (1953) were also extremely helpful. 

6 The phrase is of course, Professor E. S. Corwin’s, in ‘Constitutional Revolu- 
tion, Ltd.” (1941). 
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The reasons for this federal-state difference are neither simple 
nor entirely clear. 

Diverse trends of judicial thought appear in state opinions 
finding legislation unconstitutional under various State clauses. 
Generally prosperous times, succeeding the depression of the 
1930’s, have lessened the urgency for drastic economic regula- 
tion. ‘‘Emergency”’ is no longer a magic word. The Supreme 
Court of California, holding unconstitutional under both state 
and federal due process clauses a compulsory minimum price 
schedule for dry cleaning, wrote in 1953 


“The proponents of the validity of the statute would justify it in 
the light of troubled conditions which they claim existed prior to 
World War II, although they are adverse to applying legal concepts 
generally accepted during that same period. The statute does not 
purport to be nor can it be justified as a war or emergency measure. 
During periods of emergency such as a state of war or of general 
economic distress the courts have recognized a broad legislative dis- 
cretion dealing with such situations in the interest of the public 
welfare. It does not appear that at the time this legislation was 
enacted there was any such general emergency affecting all private 
businesses alike.’”” 


One finds other judicial suggestions that legislatures are sub- 
ject to “pressure groups” urging selfish legislation; that courts 
should protect the general public from such transmitted pres- 
sures. The Supreme Court of North Dakota, finding unconsti- 
tutional a licensing statute for photographers, cited the Ephe- 
sian silversmiths’ outcry at the prospect of losing trade,’ and 
wrote 


. it is a matter of common knowledge that pressure groups are 
frequently able to bring about legislative action they believe will be 
to their advantage by their argument that it is needed for the pro- 
tection of the public.’ 


There appears here a hint of judicial egalitarianism. The 


7™See Shenk, J., in the opinion of the Supreme Court of California holding 
unconstitutional the price-fixing provisions of the state Dry Cleaners Act of 1945. 
State Board of Dry Cleaners v. Thrift-D-Lux Cleaners, Inc., et al., 40 Cal 2d 436, 
441, 254 Pac 2d 29, 32 (1953). 

® Acts 19:23-41. 

* See State v. Cromwell, 72 North Dakota 565, 580; 9 NW 2d 914, 921-2 (1943). 
Nuessle, J. for the court declared Ch. 188 of the Session Laws of 1939 not a proper 
exercise of the police power in that it unreasonably curtailed the right to engage 
in the business of photography. 
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pressure group has obtained a preference for a small segment of 
the state’s people; the judges are looking to the welfare of all. 
So in the case of the California dry cleaners” 


“Regardless of the legal terminology used in defining the test em- 
ployed, any legislation to be justified and supported by the concept 
of ‘general welfare’ must aim to promote the welfare of a properly 
classified segment of the general public as contrasted with that of a 
small percentage or a special class of the body politic where no such 
classification can be justified. In the Kazas case [22 Cal. App. 2d 
161, 70 P. 2d 968] the court held that the ordinance legislated for the 
benefit of barbers alone, who made up two per cent of the community, 
and that the “ordinance does not purport to consider the welfare of 
the other 98 per cent of the population of the city nor the effect on 
them of fixing the minimum prices to be charged for cutting their 
hair or shaving their masculine faces.” 


Some judges see in contemporary legislation the approach of 
a Socialist state and set themselves firmly against it. Specially 
concurring in an opinion of the Supreme Court of Georgia 
which in 1951 held unconstitutional fixed prices for milk, Chief 
Justice Duckworth criticized Nebbia and wrote™ 


“While it is no legitimate function of the judiciary to advocate or 
establish any given systems of government, yet it is not inappro- 
priate in this day and age—when the American system of human 
liberty and free enterprise that has demonstrated its preeminent 
virtue in the growth of the most powerful nation on earth in a rela- 
tively short period of time is being assailed from within and from 
without by the advocates of principles that would render the indi- 
vidual a slave and the government a master, to point to that glorious 
record as justification for our constitutional system. Courts should 
not hesitate to act with firmness in the performance of such a high 
duty. There is no place in this situation for judicial timidity or apol- 
ogy. If this court, in deference to the economic advantages which 
some may derive from this legislation, should shrink from the per- 
formance of its duty and fail to declare this assault upon individual 
liberty unconstitutional because the legislature has recited that milk 
is an important and essential food, a precedent would thereby be set 
requiring this court to sustain legislation fixing the price of all 
products vital to human life and health, yes, including medical 


10 See Shenk, J., in State Board of Dry Cleaners v. Thrift-D-Lux Cleaners, Inc., 
40 Cal 2d 436, 441; 254 Pac 2d 29, 32 (1953), note 7, above. 
11 Harris v. Duncan, 208 Georgia 561, 570, 67 SE 2d 692, 697 (1951). 
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services which most vitally affect the life and health of the people of 
the State. By such conduct the legislature, aided and abetted by the 
judiciary of this State, could ultimately convert Georgia into a 
socialistic State despite the plain provisions of the Constitution 
which forbid such. For these reasons as well as those stated in the 
opinion, I concur in the judgment of reversal.” 


One can sometimes detect a sense that only the judiciary 
can preserve the old-time, traditional sturdiness of our people 
from legislative coddling. When the Supreme Court of Ken- 
tucky in 1947 held invalid a statute providing that workmen be 
paid for time spent in voting, Judge Siler wrote for the court: 


“The woman with the sun bonnet and the checkered apron who 
trudges off of the mountain side in Leslie County and walks down the 
creek a mile to cast her vote—she is an American queen in calico, 
but her only pay for voting is the satisfaction of knowing that 
Columbia, by God’s help and hers, shall continue as the gem of the 
mighty ocean.” 


Whatever the philosophy may be, the fact is evident that a 
number of senior American judges, thoughtful and informed 
far above the average of the population, feel that their duty 
calls them to refuse force to state legislation which drastically 
changes accustomed economic relations. This braking process 
on economic regulation is probably of less general importance, 
because of the comparative ease with which state constitutions 
are amended, than was the comparable process in the Supreme 
Court of the United States during the 1920's and the first half 
of the 1930’s. Nevertheless, the existence of such a body of 
judicial opinion in the United States can not be dismissed with 
a wave of the scholar’s hand simply because its character is 
state rather than federal. On the contrary, its philosophical 
and popular foundations and the direction of its tendencies 
deserve the careful study of all those concerned with movements 
of our public law. 


12 Illinois Central Railway v. Commonwealth, 305 Ky 632, 204 SW 2d 973 (1947); 
cert. den. 334 US 843 (1948). The Supreme Court of the United States held in 
1952 that a similar statute in Missouri denied an employer neither due process 
nor equal protection of the laws. Day-bright Lighting Inc. v. Missouri, 342 US 421 
(1952). A review of the cases can be found in 27 Notre Dame Lawyer 456 (1952). 
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THE SUPREME COURT'S LIMITED ROLE IN 
STATE CONSTITUTIONAL CASES 


When a state court decision invalidates state legislation on 
the sole ground that the statute conflicts with the Constitution 
of the United States, the United States Supreme Court may 
reverse the judgment of the state court and uphold the statute. 
However, a state court often relies both on its own state consti- 
tution and that of the United States when it finds a state 
statute invalid. In this situation, the United States Supreme 
Court declines to entertain jurisdiction; for even if it should 
declare erroneous the judgment of the state court on the federal 
Constitution, the state court’s construction of its own constitu- 
tion would still prevail and the statute would remain invalid. 
This is so even where, as in many states, the state constitution 
contains a due process clause substantially identical with that 
of the Fourteenth Amendment and the state court has relied 
on both to invalidate the statute in question. For state due 
process and federal due process may, and often do, have differ- 
ing judicial definitions. 

A 1939 case in New York, Central Savings Bank v. City of 
New York, illustrates the point. The New York Court of 
Appeals there unanimously invalidated an amendment to the 
Multiple Dwelling Law requiring compulsory improvement of 
“old law tenements’’—substandard units built before 1901. 
Since that date new buildings had been required to conform to 
a prescribed standard, but because of unwholesome conditions 
in many older structures the legislature had taken somewhat 
drastic action to drive the owners to meet minimum require- 
ments. The statute permitted the city itself to improve the 
property if necessary, and to assess the cost as a first lien, 
ahead of preexisting mortgages. 

The Central Savings Bank and other plaintiff institutions 
were holders of approximately 4500 first mortgages on old law 
tenements. They asserted that the Multiple Dwelling Law, 
reducing many of their mortgages to a secondary position, 


13 This jurisdiction is conferred by Title 18, US Code, Sec. 1257(3). 

4273 NY 266 (1938), 280 NY 9 (1939), cert. den. 306 US 661 (1939). For 
analysis and tabulation of various state constitutional provisions, some resembling 
provisions of the federal constitution and some not, which may be utilized to 
invalidate state economic regulation, see an admirable note, “State Views on 
Economic Due Process, 1937-1953,” 53 Columbia Law Review 827 at 831 (1953). 
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would impair the obligation of contracts, and would deprive 
the Banks of property without due process of law in violation 
of the state and federal clauses. The New York Court of Ap- 
peals, highest court in the State, agreed: 


“The mortgagee not being in possession, has no option whatever, 
but must sit idly by while the department [Housing and Buildings] 
or the owner proceeds to diminish the value of his lien [by putting 
another lien ahead of it]. . . . The law affords him no opportunity 
to be heard as to the reasonableness of the proceedings or the ex- 
penses. His property is thus taken without due process of law. 
(State Const. art. 1, Sec. 6), and the obligation of his contract with 
the mortgagor impaired, contrary to the provisions of article 1, 
section 10 of the United States Constitution.” 


The Corporation Counsel of the City of New York, under- 
standably desirous of reestablishing the validity of the statute, 
proposed to review the judgment of the New York Court of 
Appeals in the United States Supreme Court. One might at 
first glance suppose that due process of law was the same 
whether in Albany or in Washington; and that if this phrase 
were misconstrued by a state court, the error was open to cor- 
rection in the federal Supreme Court. But the problem was 
more complex; the Corporation Counsel asked the New York 
Court of Appeals to state clearly that its judgment had been 
based, at least in part, on construction of the due process clause 
in the Fourteenth Amendment of the Constitution of the United 
States. The highest New York court obligingly amended its 
opinion and so stated 

But this was still insufficient to get the case before the United 
States Supreme Court, which refused to grant a review of the 
judgment of the New York court, noting in a terse memoran- 
dum— 


“Denied for the reason that the judgment rests upon a non-Federal 
ground adequate to support it.” 


A state Supreme Court which thus concludes that its own 
constitution imposes standards more stringent than those of the 
Constitution of the United States may proceed to invalidate 
state legislation even after the Supreme Court of the United 
States has upheld the statute in attacks under the Fourteenth 
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Amendment. In new litigation the State Supreme Court may 
nevertheless later hold the act unconstitutional under some 
state constitutional clause. A striking example appears in liti- 
gation concerning the Nebraska maximum fee law for private 
employment agencies. This type of legislation has had a long 
history in the state and federal courts. In 1928, such a statute, 
enacted in New Jersey, was held unconstitutional by the Su- 
preme Court of the United States in Ribnik v. McBride.® 
Thirteen years later, when the ideas of that court concerning 
due process of law had become considerably relaxed, Ribnik 
was overruled by Olsen v. Nebraska,” in an opinion which found 
Nebraska employment-agency controls unobjectionable under 
the Fourteenth Amendment. Mr. Justice Douglas, writing for 
the unanimous court, referred to Ribnik and stated, 


“There is no necessity for the state to demonstrate before us that 
evils persist despite the competition which attends the bargaining 
in this field. In final analysis, the only constitutional prohibitions 
or restraints which respondents have suggested for the invalidation 
of this legislation are those notions of public policy embedded in 
earlier decisions of this Court but which, as Mr. Justice Holmes 
long admonished, should not be read into the Constitution. We 
cannot give them continuing vitality as standards by which the 
constitutionality of the economic and social programs of the states 
is to be determined.” 


In the course of this 1941 Nebraska litigation one Grace 
Boomer had intervened, and joining her efforts to those of the 
original petitioning party, had unsuccessfully urged the uncon- 
stitutionality of the legislation. 

In 1942, Grace Boomer reappeared in the Supreme Court of 
Nebraska, again urging the unconstitutionality of the same 
employment agency law, now asserting that it conflicted not 
only with the federal Fourteenth Amendment, but also with 
sections 1, 16, 21 and 25, of the first article of the constitution 
of Nebraska.” Perhaps pointedly, she omitted to base her as- 


18 277 US 350 (1928). 

16 313 US 236, 246 (1941). 

17“ Section 1. Equal Rights. All persons are by nature free and independent, 
and have inherent and inalienable rights; among these are life, liberty and the 
pursuit of happiness. To secure these rights, and the protection of property, 
governments are instituted among people, deriving their just powers from the 
consent of the governed. : 
“Section 16. Bill of Attainder, Retroactive Laws, Special Privileges. No bill of 
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sertion of unconstitutionality on the Nebraska due process 
clause.” 

The Supreme Court of Nebraska, on July 9, 1943, having 
first found that Grace Boomer was not precluded from now 
renewing her attack by her, participation in the earlier case, 
then went on to hold that while the Fourteenth Amendment 
was no longer a bar to the legislation, the Nebraska state 
constitution still remained available and prevented the enforce- 
ment of the act.!® The Nebraska court, unimpressed by the 
change of views of the United States Supreme Court, stated its 
own consistent adherence to the doctrine that price regulation 
was permissible only in the traditional ‘‘public use” callings, 
such as the conduct of railroads, buslines, streetcar lines and 
similar businesses, and that such regulation could not consist- 
ently with the provisions of the State constitution extend to 
“ordinary business pursuits, occupations, and professions,” a 
category including the conduct of an employment agency. Suc- 
cess in the United States Supreme Court, then, gives to State 
legislation no permanent assurance of viability. It may still 
face an uncertain future in its own courts. 

State Supreme Courts are by no means unconscious that 
they are testing state legislation by standards more unyielding 
than those of the Supreme Court of the United States. Here 
and there an opinion sounds a note of pride in the independence 
of the state, and in the capability of the state judiciary to limit 
its own legislature according to its own premises, no matter 
what the federal judiciary may choose to do about it. In 1949, 
the Supreme Court of Florida declared unconstitutional the 
Florida ‘‘fair trade” law permitting a manufacturer to require 
a retailer to sell the manufacturer’s products at the manufac- 
turer’s price.” Chief Justice Adams, writing for the court, was 





attainder, ex-post-facto law, or law impairing the obligation of contracts, or 
making any irrevocable grant of special privileges or immunities shall be passed. 
“Section 21. Private Property Compensated For. The property of no person shall 
be taken or damaged for public use without just compensation therefor. 
“Section 25. Rights of Property, No Discrimination, Aliens. There shall be no 
discrimination between citizens of the United States in respect to the acquisition, 
ownership, possession, enjoyment or descent of property. 
The right of aliens in respect to the acquisition, enjoyment and descent of property 
may be regulated by law. 
18 Nebraska Constitution, Art. I, Sec. 3. 
(194 a v. Olsen, Secretary of Labor of Nebraska, 142 Neb 579, 10 NW 2d 507 
2 Liquor Store v."Continental Distilling Corp., 40 So 2d 371 (1949). 
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not embarrassed by the Old Dearborn case, decided by the 
Supreme Court of the United States in 1936, which had upheld 
such a statute despite a challenge under the federal constitu- 
tion.* The Florida Chief Justice wrote of Old Dearborn— 


‘The gist of the holding in this case was that the state act did not on 
the grounds considered contravene the Federal Constitution. The 
court of last resort of each sovereign state is the final arbiter as to 
whether the act conforms to its own constitution whereas the federal 
courts are concerned only with whether the act offends the Federal 
Constitution.” 


Here, then, is a flourishing body of constitutional law, sealed 
off in the state courts by the procedural intricacies of the federal 
system. It has thus far attracted little attention from political 
scientists. The same phenomenon,—state constitutional restric- 
tions not reviewable in the United States Supreme Court,— 
appears in areas other than that of economic regulation. Much 
of the adjustment of the relation between church and state, for 
example, similarly becomes final in state courts.”? One’s con- 
tentment or dissatisfaction with this local diversity depends on 
one’s willingness to accept the full implications of the federal 
structure of the United States. 


The Price of Goods and Services 


Price, as affected by the desires of buyers and the demands 
of sellers, has of course immense importance in the selection of 
the course of the nation’s economic system. Around the ques- 
tion of uncontrolled or controlled prices turns much of the 
controversy over a controlled or uncontrolled economy.” Clas- 
sically certain occupations have been considered “affected by 
a public interest,”—the conduct of railroads, gas and electric 
companies and similar public utilities for example,—and as to 
these, price-fixing has been habitual. But until the mid-thirties 
the opinion of Chief Justice Taft, written for the Supreme 


21 Old Dearborn Distributing Co. v. Seagram-Distillers Corp., 299 US 183 (1936). 

22 See Tudor v. Poard of Education of Rutherford, 14 NJ 31, 100 Atl 857 (1953); 
cert. den. 348 US 816 (1954). See A. E. Sutherland, “Constitutions, Churches and 
Schools,’’ National Policies for Education, Health, and Social Service, Ed. James 
E. Russel, Columbia Bicentennial Series, 1955. 

23 See Lon L. Fuller, ‘Some Reflections on Legal and Economic Freedoms,”’ 54 
Columbia Law Review 70, 77 (1953). 
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Court in Wolff Packing Co. v. Court of Industrial Relations, 
expressed the generally accepted view that interference with 
the freedom of buyer and seller to choose the price of goods and 
services was beyond the permissible scope of government activ- 
ity. The Chief Justice wrote: 


“Tt has never been supposed, since the adoption of the Constitution, 
that the business of the butcher, or the baker, the tailor, the wood- 
chopper, the mining operator, or the miner was clothed with such a 
public interest that the price of his product or his wages could be 
fixed by state regulation.’’*4 


So in 1927 the Supreme Court of the United States held uncon- 
stitutional a New York statute limiting the charge for theatre 
ticket brokerage ;** in the same year it invalidated a Minnesota 
statute prohibiting a purchaser of dairy products from paying 
more in one part of the state than in another after allowing for 
transportation costs;* in 1928 it held unconstitutional a New 
Jersey statute regulating the rates charged by an employment 
agency ;” and held similarly in 1929 as to a Tennessee statute 
providing for fixing the price of gasoline.” But this doctrine 
as far as the federal Constitution was concerned supposedly 
came to an end in 1934, when in Nebbia, the Supreme Court 
without any real effort to distinguish the line of contrary prece- 
dents upheld a New York statute which penalized the sale of 
milk below an administratively fixed price.” 

Whether state courts respond earlier to changes in popular 
opinion than the Supreme Court of the United States is an 
interesting and difficult question. Movements of popular views 
which are destined ultimately to appear in federal legislation 
may tend first to appear in state legislatures.* It may be sig- 
nificant that in Oregon in 1954, a Milk Control law similar to 


24 262 US 522, 537 (1923). 

25 Tyson v. Banton, 273 US 418 (1927). 

2% Fairmont Creamery Co. v. Minnesota, 274 US 1 (1927). 

2 Ribnik v. McBride, 277 US 350 (1928). 

2% Williams v. Standard Oil, 278 US 235 (1929). 

2 Nebbia v. New York, 291 US 502 (1934). The Vermont Supreme Court upheld 
a similar Vermont statute in 1939. State v. Auclair, 110 Vt. 147, 4 Atl 2d 107 
(1939). 

3% See A. E. Sutherland, “Reasons in Retrospect. Reflections on the Labor 
Laws of 1947, and on the Doctrine that Judges Should not Meddle with Social 
and Economic Arrangements Made by Legislators,”” 33 Cornell Law Quarterly 1 
(1947). 
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that in Nebbia was reported the object of widespread popular 
demand for repeal.*4 

In 1951 the Georgia Supreme Court held its state milk con- 
trol act invalid under the due process clause of the Georgia 
constitution.** The state judges recognized clearly that Nebbia 
precluded them under the federal constitution; but they were 
conscious of their power to construe a state due process clause 
more stringently than its federal counterpart. They expressed 
approval of Mr. Justice McReynolds’ dissent in Nebbia, and 
consciously adhered to the attitude on price control of common 
commodities which had obtained in the United States Supreme 
Court prior to 1934. Similarly regulation of the price of a 
barber’s services was held beyond the power of Arizona in 
1951.** Charges for dry cleaners’ services fared similarly in 
California in 1953.84 The Pennsylvania Supreme Court came to 
the same conclusion in 1948 concerning governmentally fixed 
prices for the rental of motor vehicles.*® 

A different form of governmental intervention in the pricing 
of goods occurs in the state and federal statutes affecting “‘fair 
trading.”’ State fair trade laws are designed to prevent retail 
sales of goods having a known trade name at a price below that 
agreed on between the manufacturer and one or more retailers. 
Under the statutory scheme, the price so fixed is made binding 
even on retail sellers who have not signed such an agreement; 
governmental compulsion exercised on such non-signers has 
seemed to some critics to be unreasonably drastic. 

In the United States Supreme Court fair trade laws have had 
a varied career. The Illinois act was upheld in that court in 
1936” despite a challenge under the federal due process clause. 
However in 1951 the Supreme Court held that as to “non- 
signers,” a similar Louisiana statute was invalid because it con- 

31 See Time, November 22, 1954, pg 

32 Harris v. Duncan, 208 Ga. 561, ia SE 2d 692 (1951). 

33 Edwards v. State Poard of Rarbers Examiners, 72 Arizona 108, 231 Pac 2d 
450 (1951); 76 Ariz 27, 258 Pac 2d 418 (1953). 

%4 State Poard of Dry Cleaners v. Thrift-D-Lux Cleaners, Inc., 40 Cal 2d 436, 
254 Pac 2d 29 (1953). 

35 Hertz Drivurself Stations v. Siggins, 359 Pa 25, 58 Atl 2d 464 (1948). 

% See 2 Commerce Clearing House Trade Regulation Reports, paragraph 10,000 
et seq. for a discussion of such laws in each of the several states. Only Missouri, 
Texas and Vermont have never adopted fair trade statutes. None is in force in the 
District of Columbia. See for recent criticism, ‘ ‘Report of the paeemey General's 


National Committee to Study the Antitrust Laws,” 149 et seq. (1955). 
37 Old Dearborn Distributing Co. v. Seagram Distillers Corp., 1599 US 183 (1936). 
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flicted with the policy of the Sherman Act;* the Congress, in 
the Miller-Tydings Act of 1937, had validated “contracts or 
agreements’”’ fixing resale prices, but, the Court said, this statu- 
tory permission did not extend to the imposition by state law 
of fixed prices on non-signers. In 1952, the Congress attempted 
to repair this breach in the system of fair trade laws by passing 
the McGuire Amendment® to the Federal Trade Commission 
Act, which gave express permission to states to enforce “‘non- 
signer” provisions. 

One would suppose that all federal constitutional and statu- 
tory questions of the validity of state fair trade legislation were 
now settled; and indeed in June 1953 the United States Court 
of Appeals for the Fifth Circuit upheld the Louisiana act.” 
However in this as in other matters, state legislation must run 
two gauntlets,—that of federal conflict, and that of the appli- 
cable state constitution. Recently in several of the forty-five 
states having fair trade laws, decisions have been holding the 
legislation invalid on state grounds. The Florida Supreme Court 
thus found the Florida fair trade act unconstitutional in 1949,“ 
In 1950, the New York Court of Appeals held invalid, as an 
undue delegation of the power entrusted by the State constitu- 
tion to the legislature, a state statute authorizing the State 
liquor authority, in its discretion, to forbid sales of liquor unless 
under a “fair trade” contract.** In 1952 Michigan’s Supreme 
Court held the fair trade act of that state invalid.“* The Su- 
preme Court of Georgia in 1953 held the Georgia act ineffective 
on two grounds, first because the passage by Congress of the 
McGuire Act in 1952 would not revive a state statute previously 
invalid, and second, because the Georgia statute conflicted with 
the due process clause of the Georgia constitution.‘ A trade 
association publication in the summer of 1954 reports successful 
attacks on fair trade statutes in lower courts in Arkansas and 

% Schwegmann Bros. v. Calvert, 341 US 384 (1951). 


39 66 Stat. 632, 15 USC 45 (1952). 

© Schwegmann Bros. Giant Supermarket v. Eli Lilly & Co., 205 F 2d 788 (5 C. 
1953); cert. den. 346 US 856, 905 (1953). 

41 Liquor Store, Inc. v. Continental Distilling Corp., 40 So 2d 371 (1949). 

42 Levine v. O' Connell, 300 NY 658, 91 NE 2d 322 (1949). 

43 Shakespeare Co. v. Lippman'’s Tool Shop Sporting Goods Co., 334 Mich. 109, 
54 NW2d 268 (1952). 

44 Grayson Robinson Stores v. Oneida Ltd., 209 Ga 613, 75 SE 2d 161 (1953); 
cert. den. 346 US 823 (1953). 
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Nebraska, and another case pending before a lower state court 
in Pennsylvania.* 

Legislative considerations, understandably and properly, dif- 
fer somewhat from those which obtain in courts of law. Immedi- 
ately after the Florida decision of 1949, the legislature of that 
state reenacted the state fair trade law in an effort to correct 
its unconstitutionality.“* The attempt was unavailing for in Sep- 
tember, 1951, and the Supreme Court of Florida found the new 
statute as unconstitutional as the old one.“ In 1953, the 
Florida legislature, when reenacting its complete statutory 
system again reenacted the fair trade law.® In 1954 the manu- 
facturer of Alka-Seltzer attempted to enforce the non-signer 
clause of the Florida act, but on March 16, 1954 the Supreme 
Court of Florida found that the 1953 statute was no more 
constitutional than its two predecessors. ® 

The Georgia legislature was also persistent. Following the 
downfall of the fair trade act of that state in the Georgia 
Supreme Court the legislature in 1953 passed a new statute in 
an effort to meet the state constitutional objections.” The fate 
of this latest Georgia act remains to be determined. 


Instalment Sales Financing 


The business of selling on credit automobiles and other cov- 
eted mechanical marvels is of vast size, both in the number of 
units concerned, and in the aggregate of dollars involved. In 
August 1954 over $10 billion of automobile instalment credit 
were outstanding in the United States.®! Retail instalment 
dealers refinance great amounts of their buyers’ contracts with 
‘finance companies,’’ which may either borrow from banks the 
funds necessary to purchase such contracts; or may sell the 
contracts outright. Even in a single state, such transactions 
may involve the annual transfer of many millions of dollars’ 
worth of contracts, and may affect, for good or ill, great num- 
bers of people. 

‘5 Bureau of Education on Fair Trade, 205 East 42d St., Suite 1909, N.Y., 
N.Y. “Report on Current Status of State Fair Trade Laws,” July 31, 1954, page 2. 

46 Laws of Florida (1949), Ch. 25204, Fla. Stat. Ann., Sec. 541.001 et seq. 

“ Seagram-Distillers Corp. v. Ben Greene, Inc., 54 So 2d 235 (1951). 

4 Fla. Stat. 1953, Ch. 541 

® Miles Laboratories Inc. v. Eckerd, 73 So 2d 680 (1954). 

® See footnote 44, above, and Georgia Laws 1953 Nov.-Dec. Session No. 853, 


page 549, approved Jan. 6, 1954. 
51 Federal Reserve Bulletin, October 1954, page 1096. 
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By 1950 statutes regulating retail instalment sales had been 
passed in thirteen states, Hawaii and England. Five of such 
statutes were applicable only to automobiles; in seven states, 
including Indiana the acts provided for licensing of finance 
companies.*? The Indiana act provided in part— 


“No retail instalment contract shall be sold, assigned or transferred 
to any person other than a licensee under this act or a retail seller 
who was a party to the retail instalment sale from which such retail 
instalment contract originated and no suit shall be brought thereon 
by any assignee or purchaser in violation of this provision.’’5* 


General Finance Corporation, shortly before 1949, had an 
annual volume of business in Indiana of $10 million. It had an 
agreement with banks in Chicago and in St. Louis to sell to 
them retail instalment sales contracts purchased in Indiana. 
It also pledged with First National Bank of Chicago large 
amounts of such contracts; the First National Bank of Chicago 
was acting as trustee in such transactions for approximately 
seventy-five banks located in about twenty states. Only one of 
these banks was licensed under the Indiana Retail Instalment 
Sales Act. Under protest the Chicago and St. Louis banks took 
out licenses, but the First National Bank of Chicago never took 
this step to validate its pledges. In 1949 the Supreme Court of 
Indiana at the suit of General Finance held that the Retail 
Instalment Sales Act as here applied was invalid because it 
conflicted with the Federal due process clause, and because it 
unduly impeded interstate commerce.** While this opinion in 
general turns on provisions of the Federal Constitution, there is 
at one point a mention of the Indiana state constitution as well, 
which may have discouraged a review in the Supreme Court of 
the United States. At any rate no such review was ever had. 

This case on its face appears to have left in full force the 
operation of the Indiana Act within the four corners of its own 
state, but in 1952 this law sustained another and perhaps 
worse blow. Section 10 of the Retail Instalment Sales Act pur- 


52 See note, ‘Regulation of Retail Installment Sales: New Statute in Ohio,” 
63 Harvard Law Review 874 (1950). See also J. Glenn Donaldson, “An Analysis of 
Retail Installment Sales Legislation,”’ 19 Rocky Mountain Law Review 135 (1947). 

53 Burns, Indiana Statutes, Sec. 58-909. 


54 Dept. of Financial Institutions v. General Finance Corp., 227 Ind 373, 86 NE 2d 
444 (1949). 
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ported to regulate the amount which a finance company could 
pay retail dealers for customer paper. 

In 1952 the Indiana Supreme Court held this section uncon- 
stitutional under Article I, Section 1 of the State Constitution 
which reads: 


“We Declare, That all men are created equal; that they are endowed 
by their Creator with certain unalienable rights; that among these 
are life, liberty and the pursuit of happiness; that all power is in- 
herent in the People; and that all free governments are, and of right 
ought to be, founded on their authority, and instituted for their 
peace, safety, and wellbeing. For the advancement of these ends, 
the People have, at all times, an indefeasible right to alter and 
reform their government.” 


The Court said: 


‘. . . We conclude that that portion of Sec. 10 under consideration 
performs no function which affects the public or in which the public 
has an interest, and that the restrictions thereby imposed upon 
freedom of contract are neither reasonable nor reasonably related to 
any end which the State is empowered to accomplish, and conse- 
quently that it cannot be sustained as a valid exercise of the police 
power.”’55 


One is somewhat startled when a court requires that a state 
legislature justify its interference with the instalment finance 
business, against what sounds like a presumption of statutory 
invalidity. But the holding of the Indiana court is not to be 
shrugged off too lightly. The application of its theory to the 
particular statute seems strained; but occasional resentment at 
monolithic government may be wholesome, and such judgments 
show that the resentment exists. 


Industrial Homework 


The Federal Fair Labor Standards Act of 1938 gave to the 
Administrator, charged with its enforcement, power to so fix 
wages that they would attain a basic minimum, and gave to the 
Administrator power to issue orders upon such terms and con- 
ditions as he might find necessary to prevent the circumvention 


55 Department of Financial Institutions v. Holt, 231 Ind 293, 108 NE 2d 629 
(1952). 


% 52 Stat. 1060, c. 676; 29 USC 201 et seq. (1938). 
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and evasion of the statutory policy. Thereupon the Adminis- 
trator issued an order prohibiting industrial homework in the 
embroideries industry, as a necessary means of making effective 
a minimum wage order. As to work within the terms of the 
Fair Labor Standards Act,—that is to say, work in the produc- 
tion of goods for interstate commerce,—a similar order of the 
Administrator had been upheld by the United States Supreme 
Court in 1945.*7 

For a number of years, the statutes of Illinois have prohibited 
industrial homework on articles of food, drugs, bandages, fire- 
works, explosives, toys, dolls, and tobacco. After one veto, the 
Illinois legislature in 1951 succeeded in enacting into law an 
additional statute which further prohibited the processing at 
home of small metal springs, such as those used for television 
sets and other electrical devices. One Figura, desiring neverthe- 
less to carry on such work, brought an action against the 
Illinois Director of Labor to enjoin the enforcement of this 
statute. The state offered only evidence of occasional finger 
abrasions sustained by the operation of a factory footpress, 
while Figura and other plaintiffs offered evidence that such 
presses had been used for many years in homework without 
anyone’s being injured. On this showing of competing legisla- 
tive policy (though apparently without consideration of the 
effect of homework upon wage and hour regulations, or upon 
health because of pressure to work long hours, and to enlist the 
children of the household in helping the grown-ups), the Su- 
preme Court of Illinois on October 25, 1954 found the statute 
invalid under the State and federal constitutions because it 
prohibited the carrying-on of a lawful, useful and harmless 
business, with no showing that the prohibition was necessary 
to protect the public health or safety. This Illinois decision, 
when compared with the previous Supreme Court holding on a 
federal administrative order covering comparable subject-mat- 
ter, suggests that there is a limitation on the capability of state 
Supreme Courts to effect sweeping permanent invalidations of 
economic regulation. The great scope of the commerce power 
now recognized by the Supreme Court of the United States, 


87 Gemsco v. Walling, Adm'r., 324 US 244 (1945). 
88 Figura v. Cummins, Director of Labor, 4 Ill 2d 44, 122 NE 2d 162, 26 
Labor Cases, para. 68,743 (1954). 
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and the apparently increasing tendency of the Congress to 
utilize that power in enacting regulation essentially local, ex- 
tending as far as prescription of the shape in which pats of 
margarine shall be cut for service on a restaurant table, show 
that federal intervention remains possible despite any findings 
of state unconstitutionality. But to the extent that the Con- 
gress is more affected by the inertia of government than the 
State legislatures, some activity can escape regulation entirely. 


“The sluggishness of government, the multitude of matters that 
clamor for attention, and the relative ease with which men are 
persuaded to postpone troublesome decisions, all make inertia one of 
the most decisive powers in determining the course of our affairs 
and frequently give[s] to the established order of things a longevity 
and vitality much beyond its merits.’ 


THE SIGNIFICANCE OF STATE CONSTITUTIONAL DECISIONS 


This review of cases is not complete; the catalogue becomes 
wearisome. One asks what general conclusions can be drawn 
concerning the phenomenon of state unconstitutionality. 

Apparently it is not a mere vanishing trace of an earlier 
judicial attitude. Such decisions continue to occur as this paper 
is written. Nor is it a movement limited to any one part of 
the country. Examples have here been cited from Arizona, 
California, Florida, Georgia, Illinois, Indiana, Michigan, Ne- 
braska, North Dakota, New York and Pennsylvania. It is not 
dependent upon the chance inclusion of some extraordinary 
verbalization common to a large number of state constitutions, 
for state courts appear to seize on widely different clauses to 
justify their holdings that legislation constitutes an undue in- 
trusion by organized government into the affairs of the citizen.™ 

The acute question is whether this considerable body of state 
decisions forecasts a revival of the federal constitutional law of 
the twenties? A wave of state statutes may foretell federal 
laws. A movement to restrict certain activities of organized 
labor, beginning about 1939, appeared in the laws of about 
thirty-four states before the Congress adopted the Taft-Hartley 

* Oleomargarine Act of 1950, 64 Stat. 20, 21 USC Sec. 347. 

® Mr. Justice Jackson, in Duckworth v. Arkansas, 314 US 390, at 400 (1941). 

*1 An analysis of various relevant State constitutional clauses can be found in a 


note “State Views on Economic Due Process: 1937-1953," 53 Columbia Law 
Review 827 (1953). 
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Act.®? But this analogy is too facile. In the first place judicial 
rulings are not as symptomatic as the enactments of state 
legislators. While state judges are probably closer to the people 
than the federal judiciary, they are still by tradition and train- 
ing more conservative than state legislators, and the legislative 
counter-reaction, in several instances, to the judicial overthrow 
of statutes has indicated that judicial revival of economic con- 
stitutional limitations may not indicate a change of sentiment 
at the grass-roots. 

Such opposition in views between state judges and state 
legislators follow an old pattern. Chancellor Kent spoke elo- 
quently in the New York Constitutional Convention of 1821 
of his fear lest the non-propertied classes gain control of the 
state legislature and vote themselves benefits at the cost of 
their betters. As early as 1856 the New York Court of Appeals 
found unconstitutional under the State due process clause a 
statute prohibiting sale of liquors in small quantities.®* In 1905 
Rufus Wheeler Peckham, son of a judge of the New York Court 
of Appeals, himself a one-time judge of the New York Supreme 
Court and the New York Court of Appeals, expressed in an 
opinion written for the United States Supreme Court his sense 
of grievance at majoritarian intrusions— 


“It is unfortunately true that labor, even in any department, may 
possibly carry with it the seeds of unhealthiness. But are we all at 
that account, at the mercy of legislative majorities ?’”®* 


The decisions discussed in this paper thus may be more a 
survival than a new movement. Nor should their volume be 
overemphasized. The state statutes enforced greatly outnum- 
ber, as they always have, those declared invalid. A searcher 
comes with surprise upon one of the latter. The annual grist of 
economic regulation ground out by the forty-eight state legis- 
latures is so large that occasional invalidations by state courts 
represent only a tiny fraction of the whole. The state judici- 
aries are far from deserving the sort of violent denunciation 
given the United States Supreme Court in 1936 by the authors 


62 See note 30, above. 

63 Wynehamer v. The People, 13 NY 358 (1856). 

64 Tochner v. New York, 198 US 45, 59 (1905). It was in this case that Mr. 
Justice Holmes wrote, dissenting, ‘The 14th Amendment does not enact Mr. 
Herbert Spencer’s Social Statics.” 
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of ‘The Nine Old Men.’’® At most, occasional state decisions 
of unconstitutionality will serve as cautionary reminders that 
an old principle persists— 


‘‘Whatever view be taken in each particular case of the rightfulness 
or advisability of state regulation and control, one rule there is which 
may not be departed from under any circumstances, and that is the 
rule of historical continuity. In politics nothing radically novel 
may safely be attempted. No result of value can ever be reached 
in politics except through slow and gradual development, the care- 
ful adaptations and nice modifications of growth. Nothing may be 
done by leaps. . . . Every nation must constantly keep in touch 
with its past: it cannot run towards its ends around sharp corners.’’* 


65 Drew Pearson and Robert S. Allen, The Nine Old Men (1936). 
% Woodrow Wilson, ‘The State,”’ page 607 (1889). 











THE PROBLEM OF CRISIS GOVERNMENT 
IN THE UNITED STATES 


Robert S. Hirschfield 


INTRODUCTION 


ODERN democratic constitutional states have, in general, 
dealt with critical national situations in an ad hoc manner, 
viewing them as aberrations from the climate of peaceful nor- 
malcy in which the constitutional form of government functions 
best. With the exception of the German Republic of 1919-1933, 
constitutional states have not thought it necessary to institu- 
tionalize their emergency procedures. 

That a lack of institutionalization need not be fatal to a 
constitutional society is evidenced by the fact that the United 
States and Great Britain have successfully maintained their 
constitutional forms of government in the face of serious crises 
requiring the use of broad grants of extra-constitutional pow- 
ers.! And it may be pointed out that the Weimar Republic, 
though specifically equipped by its Constitution with formal 
procedures for meeting emergencies, failed to weather the 
storms which beset it. Notwithstanding the fact that the Wei- 
mar machinery left much to be desired, the German experience 
demonstrates rather clearly that such institutionalized pro- 
cedures can have, at best, only a limited effectiveness in preserv- 
ing a constitutional order, if there is lacking within the society 
a deep and genuine desire to maintain that order. 

A fundamental respect for and attachment to the principles 
and processes of constitutionalism on the part of a society's 
members and leaders is an essential precondition for its preser- 
vation in times of crisis requiring the temporary negation of 
basic constitutional principles. But even such a deep loyalty to 
constitutionalism in no way precludes the necessity for clear 
procedures designed to mark out the path which a free society 
will travel in preserving itself. For, although the corollary to the 
above proposition is that the citizenry must have confidence in 
the ability and sincerity of its public officials, the greatest trust 
becomes the gravest danger if it results in the citizen’s abdica- 


1 For a study of crisis government in Great Britain see Bernard Schwartz, Law 
and the Executive in Britain—A Comparative Study, New York, 1949; and see 
Clinton L. Rossiter, Constitutional Dictatorship, Princeton, 1948, pp. 131-205. 
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tion of responsibility for the rules which the society is to follow 
in periods of emergency. 

For many years to come the United States will probably be 
faced with the problem of preserving its constitutional form of 
government in an atmosphere of persistent semi-crisis. Under 
such conditions, when the definition of ‘‘emergency”’ tends to be 
increasingly difficult and vague, and when constant tension may 
obscure the fundamentally protective purposes for which emer- 
gency powers are granted, it is imperative that the entire con- 
cept of constitutional crisis government be made clear and that 
the extraordinary processes which it requires be made precise. 

The clarification and institutionalization of emergency pro- 
cedures would hardly be inconsistent with constitutional prac- 
tice. Constitutional government is regular, institutionalized 
government and requires clearly defined and well-publicized 
rules of operation. Perhaps nebulous rules of crisis government 
were sufficient in less troubled times, but in the contemporary 
world they are an invitation to danger. 

The lack of institutionalized emergency procedures has, of 
course, not meant that the United States has had to face past 
crises without a conceptual framework in which its government 
could operate. There are certain basic concepts of American 
constitutionalism—particularly the concepts of separation of 
powers and the rule of law—which have played a most impor- 
tant role in determining the manner in which the United States 
has attempted to solve the problems rising out of emergency 
situations. In this article, I shall first investigate and evaluate 
the American ‘“‘method”’ of dealing with emergency situations; 
then, having drawn some conclusions as to the efficacy of the 
American approach to crisis government, I shall offer sugges- 
tions for institutionalizing crisis government procedures in the 
United States. 


THE AMERICAN APPROACH TO CRISIS GOVERNMENT 


The Constitution of the United States has no Article or 
Section specifically concerned with grave national emergencies 
and contains no express formulation of any procedures to be 
followed in such cases. The most important of its provisions 
relating to emergency situations are scattered through those 
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Sections which enumerate the powers of the legislative and 
executive branches of the government: 


Article I. Section VIII.: 


“'The Congress shall have the power . . . 

To declare war . 

To provide for calling forth the Militia to execute the Laws of the 
Union, suppress Insurrections, and repel Invasions. . . . 

To make all Laws which shall be necessary and proper for carrying 
into Execution the foregoing powers, and all other Powers vested by 
this Constitution in the Government of the United States, or in any 
Department or officer thereof.”’ 


Article I. Section IX.: 


“, . The privilege of the Writ of Habeas Corpus shall not be sus- 
pended, unless when in Cases of Rebellion or Invasion the public 
Safety may require it... .” 


Article II. Section II.: 


‘The President shall be Commander-in-Chief of the Army and Navy 
of the United States and of the Militias of the several States.” 


Article II. Section IIL.: 


“The President . . . may, on extraordinary Occasions, convene 
both Houses, or either of them, and in Case of Disagreement between 
them with respect to the Time of Adjournment, he may adjourn 
them to such Time as he shall think proper. . . . 

He shall take care that the Laws be faithfully executed. . . .” 


The fundamental principles and rights for the protection of 
which the Constitution was established are set out only in the 
Preamble and the original Amendments (plus Amendments 
XIII, XIV, and XV). Nowhere in the document is there express 
provision for the suspension of any rights (other than habeas 
corpus) in time of emergency, nor for safeguards against abuse 
or usurpation of power. 

Thus there are some basic questions to be asked as we inves- 
tigate the American approach to the problems of crisis govern- 
ment. What agency or agencies in the United States have the 
function of determining: 


1) whether or not an emergency exists, 
2) by whom and in what manner it shall be met, 





CRISIS GOVERNMENT IN THE U. S. 69 


3) when it shall be terminated, and 
4) whether or not acts perpetrated during the emergency were con- 
sistent with the principles of the Constitution ?* 


The principle of constitutional dictatorship was first pre- 
sented clearly in the United States during the Civil War.* When 
Fort Sumter fell Congress was not in session. In the eleven 
weeks which transpired before the legislature was reconvened, 
President Lincoln assumed unprecedented powers—mobilizing 
75,000 members of the Militia, proclaiming a blockade of 
Southern ports, calling for volunteers, and increasing the size of 
the armed forces—which were admittedly extra-constitutional.* 
When the Congress finally reconvened, these actions were ret- 
roactively approved and additional sweeping delegations of 
power were conferred on the President. 

On September 24, 1862, Lincoln issued a proclamation sus- 
pending the privilege of habeas corpus in areas which he might 
designate as military zones. This action was in some ways the 
most important arrogation of power by the President and the 
one which called forth the greatest criticism from constitution- 
alists. For, not only is habeas corpus a basic attribute of a 
constitutional! society, it was also generally assumed that only 
Congress had the power to suspend the writ.® The ratification 
of this action by the Congress on March 3, 1863,° quieted some 
of the criticism, but in the absence of a definitive holding by the 
Supreme Court on this matter, it remains uncertain whether 
the executive has the constitutional power to limit personal 
liberties in time of great emergency as President Lincoln did. 

Congress, however, did not delegate the power to suspend 
basic rights—and the other extensive powers entrusted to the 
executive so that the war might be successfully prosecuted— 
without also attempting to control their use. Requirements 
relating to all such delegations were set down. Insofar as the 
suspension of habeas corpus was concerned, for example, the 

2 See Carl J. Friedrich, Constitutional Government and Politics, New York, 1937, 


pp. 211, oni and Constitutional Government and Democracy, Boston, 1950, pp. 
238, 243-47. 

>See W. A. Dunning, Essays on the Civil War and Reconstruction, New York, 
1898, pp. 1-14. 

4 See Rossiter, op. cit., pp. 224-230. 

5 Because of the position in the Constitution of the suspension provision (Article 
I, dealing with legislative powers) this interpretation would seem correct. 

® 12 Stat. 755 (1863). 
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ratifying statute provided: that a list of all prisoners held by 
order of the President in States where federal courts were still 
open should be furnished to federal judges; that where a grand 
jury was sitting and had failed to indict, the judge could dis- 
charge a prisoner; and that, if indicted, the prisoner could fur- 
nish bail in the usual way.’ However, it is interesting to note 
that such lists were never furnished and that injustices were 
corrected only by wholesale presidential pardons and paroles. 
It is also significant that, notwithstanding these legislatively- 
imposed controls, the suspension was terminated not by the 
Congress but by the President in a proclamation of September 
15, 1863.8 

Aside from the fact that Lincoln’s actions may have been 
necessary and effective, they give rise to fundamental questions 
concerning the American method of dealing with emergencies. 
An investigation of the Civil War situation reveals a striking 
lack of formal or even informally accepted procedures for meet- 
ing the crisis. The law of necessity ruled and action was taken 
as the situation demanded. The existence of the emergency was 
determined and proclaimed by the executive, who assumed ex- 
tremely broad powers, making himself in effect a self-appointed 
dictator during the initial stages of the crisis. Although the 
executive’s actions were retroactively approved by a tardily- 
convened legislature which sought to control its delegations of 
power, these efforts at control were largely unsuccessful. The 
executive continued to be the dominating agency throughout 
the emergency, and he finally determined its end. Even the 
generally accepted restraint of judicial review was challenged by 
the executive, who ignored Chief Justice Taney’s circuit deci- 
sion’—prior to the September 1862 proclamation and the Con- 
gressional ratification of March, 1863—strongly denouncing 
certain presidential action re habeas corpus, and asserting that 
only Congress could suspend the writ. 

But, although the course followed during the crisis was make- 
shift, and notwithstanding the Taney incident, it was generally 
recognized that the determination of the constitutionality of 


712 Stat. 755 (1863). 

813 Stat. 734 (1863). The proclamation was allegedly based on the Act of 
March 3, 1863. 

® Note that Lincoln did not defy a Supreme Court decision. 

© Ex parte Merryman, Fed. Cas. no. 9487 (1861). 
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emergency actions was a function of the judiciary. This func- 
tion is no more clearly expressed in the Constitution or in 
statutes than any other procedure relating to emergency situa- 
tions. It stemmed, rather, from the concept of the rule of law— 
and its corollary, judicial review—already deeply woven into 
the American social fabric by the time of the Civil War. It was 
this concept which gave some form to America’s first experience 
with crisis government. 

The Supreme Court, which had assumed the role of ultimate 
defender and interpreter of the Constitution under the leader- 
ship of Chief Justice Marshall, guarded its claim to that position 
in a series of decisions on issues arising out of the war. One of 
the most significant of these cases was Ex Parte Milligan," 
which involved the Congressional ratification and limitation of 
the President’s suspension of habeas corpus. The executive had 
proclaimed martial law and suspended the writ in areas which 
he had determined were threatened by invasion. One such area 
was Indiana,’ where a civilian named Milligan, being held by 
the military, filed a petition in federal court for a writ of habeas 


corpus. The Supreme Court, in granting the petition, stated 
that: 


Martial law cannot arise from a threatened invasion. The necessity 
must be actual and present. Martial rule can never exist where the 
courts are open, and in the proper and unobstructed exercise of their 
jurisdiction." 
The majority opinion assumed an even wider jurisdiction by 
intimating that as to the trial of a civilian by a military tribunal 
outside the actual theater of military operations, ‘‘Congress 
could grant no such power’’.!4 

The Milligan case illustrates that, despite the ex post facto 
nature of judicial decisions, the development of the doctrine of 
judicial review has elevated the judicial branch of the American 
government to a position of paramountcy in the ultimate deter- 
mination of the existence of an emergency and of the constitu- 
tionality of actions perpetrated during an emergency situation. 

11 4 Wall. 2 (1866). 

12 It is interesting to note that over one month before Milligan was arrested 
Union forces had captured Atlanta, and the Confederate army nearest to Indiana 
was more than 200 miles away. 


134 Wall. at 127. 
144 Wall. at 122. 
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However, it must be recognized that the immediate, practical 
determinations in time of emergency cannot be and are not 
made by courts. The illustrations which follow, like the Mil- 
ligan case, will demonstrate that, in the United States, initial 
determinations are made by the executive and/or the legisla- 
ture, with their actions being ultimately reviewable by the 
courts of law. 

The emergency in 1917—19 was determined and proclaimed as 
the result of a Presidential message to the Congress, which 
then voted to declare war. Broad emergency powers were del- 
egated by the legislature to the executive, and these statutory 
delegations were the basis for executive actions. The legislature 
played a relatively active role in the emergency. Not only were 
the grants of power legislatively delegated and prospective in 
nature, they were also subjected to rather close legislative con- 
trol, as Congress saw no reason to abdicate in favor of the Pres- 
ident. At the war’s end the legislature assumed the function 
of terminating the emergency. The executive, however was the 
recipient of extraordinary power during this period, and in 
relation to control of the national economy at least, no President 
had ever held more power. 

The World War I emergency differed from that of the Civil 
War in many respects, and this resulted in a rather different 
approach to the problems presented. Most important was the 
fact that World War I was not, in the same sense as the Civil 
War, an emergency. The American entry into the war was slow 
and premeditated, thus allowing for better preparation in the 
matters of delegating and controlling power. 


‘“‘Whereas Lincoln in many instances had to act at once without 
waiting for Congressional authorization to avoid the risk of national 
disaster, Wilson was largely able to prosecute the war efficiently 
under the powers delegated to him’’.'§ 


Nonetheless, the statutes under which President Wilson acted 
were couched in the broadest terms. Under the Lever Act™ and 
other delegations, the President was given very great authority 
to meet the emergency, including power to order any industry 


18 James Hart, Ordinance Making Powers of the President, New York, 1925, pp. 
100-101. 
16 40 Stat. 276 (1917). 





CRISIS GOVERNMENT IN THE U. S. 73 


to furnish military supplies at prices named by him, and in case 
of default to seize and operate the plants; to take possession of 
any transportation system ; to designate prohibited places under 
the Espionage Act; and to assume control of any telegraph, 
telephone, or radio system. The Overman Act” gave him dicta- 
torial powers over the administrative machinery of the nation. 

Because of the deliberation and preparation which preceded 
American entry into World War I, and because its duration 
was short, problems arising out of the proclamation and termi- 
nation of the emergency and out of the exercise of emergency 
powers were relatively few. Only one important case involving 
the constitutionality of wartime legislation (the Selective Serv- 
ice Act) was presented to the Supreme Court during the hos- 
tilities, and the Court unanimously upheld the legislation. In 
no case decided after the war did the Court hold any of the 
tremendous wartime delegations of power unconstitutional. 

Two factors noted in the Civil War illustration were in evi- 
dence during the World War I emergency: the executive was 
the agency which predominated in dealing with the crisis; and 
the doctrine of ultimate judicial review of the use of emergency 
powers remained unimpaired. 

But, despite these two factors which seem to reveal a measure 
of consistency in the American approach to emergency govern- 
ment, there was a lack of similarity between the procedures 
followed in the World War I and Civil War situations which is 
confusing. Although the two events may have differed in the 
intensity of their danger to the society, both must be catego- 
rized as abnormal periods requiring the use of emergency meas- 
ures. Thus the basically different procedures adopted to meet 
them must be viewed as conflicting precedents. 

The experience gained in the preceding crises was available 
when the United States was thrust into World War II in 1941. 
And it was immediately clear that in order to assure a successful 
outcome in the global struggle, it would be necessary to exercise 
unprecedented control over all segments of the American soci- 
ety. 

No question of determining the existence of an emergency 
arose in 1941. Yet, after the attack on Pearl Harbor, President 
Roosevelt, following Wilson’s lead, immediately went before the 

1 40 Stat. 556 (1918). 
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Congress to ask for a declaration of war and for powers to meet 
the emergency. Congress, going beyond even the delegations 
of 1917, gave the executive unprecedented powers over the 
whole life of the nation. By four statutory enactments—the 
Lend-Lease Act, the First and Second War Powers Acts, and 
the Emergency Price Control Act"—President Roosevelt was 
entrusted with more power than Lincoln had assumed in 1861 
or Wilson had been given in 1917. Congress, however, made 
clear its intention to control these grants of power. Definite 
time limits were set, after which extensions of the delegations 
had to be requested from Congress, and revocation was declared 
to be possible by the mere passage of a concurrent resolution. 

Once again, though, the personality and position of the Pres- 
ident dominated the emergency situation. President Roose- 
velt’s own attitude toward his position was perhaps best stated 
in a speech to the Congress in 1942: 


“The American people can be sure that I will use my powers with a 
full sense of my responsibility to the Constitution and to my country. 
The American people can also be sure that I shall not hesitate to use 
every power vested in me to accomplish the defeat of our ene- 
mies. . . . When the war is won, the powers under which I act 
automatically revert to the people—to whom they belong.” 


As in World War I, the country had adequate time to organ- 
ize itself to meet the threat of the Second, and generally, the 
course followed in 1917 was repeated. But we may profitably 
direct our attention to the part played by the judiciary in up- 
holding the rule of law during the crisis. Most significant in 
this respect was a series of decisions, handed down while the war 
was in progress, dealing with the constitutionality of emergency 
measures directed against citizens of Japanese descent. 

Faced with the possibility of a real danger to the territorial 
integrity of the United States, President Roosevelt in February 
and March, 1942, issued Executive Orders 9066 and 9102,” 
authorizing the compulsory evacuation of any or all persons 
from designated military areas on the West Coast and providing 
for their relocation in less sensitive areas. On March 21, 1942, 


( = >) Stat. 31 (1914), 55 Stat. 838 (1941), 56 Stat. 176 (1942), and 56 Stat. 23 
1942). 


19 Reported in the New York Times, September 7, 1942. 
2 7 Fed. Reg. 1407 (1942) and 7 Fed. Reg. 2165 (1942). 
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Congress acted to make punishable all willful violations of these 
orders.** Aside from voting expenditures this was the only Con- 
gressional participation in the matter. 

Under the evacuation program subsequently put into effect, 
over 70,000 citizens of Japanese descent were moved from their 
homes and relocated in detention camps. Questions relating to 
the constitutionality of these executive and legislative actions, 
unparalleled in American history, quickly arose. Although the 
Hirabayashi, Korematsu, and Endo cases”? involved fundamen- 
tal issues of constitutional rights, the importance of the deci- 
sions for this study is that the courts were open and their as- 
sumption of jurisdiction was acknowledged to be the accepted 
constitutional procedure at’a time (early 1942) when, if the ex- 
ecutive’s fears had been realized, the nation would have been 
faced with the gravest peril in its history. The three ‘Japanese 
cases”’ illustrate even more clearly than the preceding ones that 
the immediate decision as to the legitimacy, propriety, or neces- 
sity of emergency actions is, in the United States, made by the 
executive under a legislative grant of power; while the ultimate 
test of such actions is a judicial one. One writer has summarized 
the American approach to war emergencies thus: 


“It is for the courts to determine whether or not the particular action 
taken is justified by the exigencies of the emergency. . . . Under our 
test, sufficient scope is given to the war power to enable war success- 
fully to be prosecuted. At the same time, the executive is not the 
final judge of what measures are necessary to meet the emer- 
gency. . . . The threat of being brought to account for clearly arbi- 
trary action is necessary to curb excessive use of war power.”’*8 


But, despite the consistent thread of the rule of law which has 
run through all American crisis situations, and despite the sim- 
ilarity between the emergency procedures adopted during the 
two World Wars, no institutionalization of the procedures to be 
followed in times of crisis has been forthcoming. 

Serious internal distress and the recognized need to combat it 
forcefully have not brought clarification and institutionalization 
of emergency procedures either, though our final illustrations, 

21 56 Stat. at Large 173 (1942). 
22 Hirabayashi v. U.S. 320 U.S. 81 (1943); Korematsu v. U.S. 323 U.S. 214 (1944); 


Ex parte Endo 323 U.S. 283 (1944). 
23 Schwartz, op. cit., p. 363. 
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dealing with economic crises, point out the need rather dra- 
matically. 

Without precedents or generally recognized procedures to 
guide or limit him, President Roosevelt on March 6, 1933, de- 
claring that an emergency existed, proclaimed a bank holiday, 
forbade the export of gold and silver, and prohibited trans- 
actions in foreign exchange. Basing his action on a probably 
defunct World War I statute, the President ignored Congress in 
this dramatic assumption of power. During the famous ‘“‘Hun- 
dred Days”’ which followed, 


“He proposed to Congress a complete and detailed program of 
emergency legislation, and, although this program entailed unprec- 
edented grants of legislative and administrative power, he was able 
to obtain its enactment substantially without change and in record 
time.’’*4 


Time limits were set by all these emergency enactments, and 
ultimate Congressional control could not be abdicated, but the 
delegations of power were so broad in some cases that govern- 
ment by executive decree was the result. In the Agricultural 
Adjustment Act” the President was also given the power to 
determine the end of the agricultural emergency. The most 
encompassing of these acts was the National Industrial Recov- 
ery Act,* giving the executive wide discretionary power to 
regulate industry. 

In a series of decisions beginning with Lynch v. U.S.” in 1934 
and extending through Carter v. Carter Coal Co.* in 1936, the 
Supreme Court declared much of this emergency legislation in- 
valid, including the A.A.A. and the N.I.R.A.” These declara- 
tions by the Court moved the President to consider “‘packing’”’ 
that tribunal with justices who would rule more favorably on 
such legislation. In the verbal struggle which ensued the Pres- 
ident dropped his idea and the Court became noticeably less 
hostile to the emergency legislation which came before it. But 
once again emergency procedures had of necessity been devel- 


24 Rossiter, op. cit., p. 259. 

25 48 Stat. 31 (1933). 

2% 48 Stat. 195 (1933). 

27 292 U.S. 571 (1934). 

28 298 U.S. 238 (1936). 

* U.S. v. Butler, et al. 297 U.S. 1 (1936) and Schechter Poultry Corp. v. U.S. 
295 U.S. 495 (1935). 
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oped to fit the situation, and, despite intra-governmental wran- 
gles, again only the final acceptance of the courts as ultimate 
judges of constitutionality gave form to these procedures.” 

A different approach to the method of declaring and meeting 
an economic emergency was attempted by President Truman in 
1952. On April 8 of that year, the President issued Executive 
Order 10340*! directing the Secretary of Commerce to take pos- 
session of the nation’s steel mills. The action was allegedly 
taken to avert a shut-down in this industry resulting from a 
complex of disagreements over wage and price increases. The 
contention of the government was that the President possessed 
‘inherent power’ to seize property in time of emergency.*? 
President Truman’s course in by-passing Congress was prima- 
rily governed by the fact that the legislature was hostile to him, 
unlike the situation in March, 1933; but the Supreme Court 
quickly denounced the action in any event, rejecting the govern- 
ment’s position on wide constitutional grounds, and implying 
that in the absence of war, the executive could have no such 
powers as he claimed. The issue of procedure received little 
attention, though the opinion intimated that it was an important 
matter.** 

The crisis situations described here indicate that, little by 
little, in the tradition of the common law system, American 
society is in the process of defining the procedures which should 
be pursued in times of emergency. However, it cannot be said 
that at the present time there is an adequate set of precedents- 
aside from the doctrine of judicial review—to guide public offi- 
cials and the society at large when a crisis necessitates the adop- 
tion of emergency measures. In view of present and probable 
future conditions, only the clearest enunciation of proper pro- 
cedures will do. Thus, notwithstanding the fact that the con- 
cepts of separation of powers and judicial review are probably 
well enough defined—and it must be remembered that even 
legal precedents subject to the rule of stare decisis are open to 
broad interpretation—no recognized system of emergency pro- 


* Even if President Roosevelt had been able to carry out his threat, it would 
not necessarily have followed that the concept of judicial review would have there- 
fore been subverted. Appointees to the Supreme Court often display unexpected 
independence after installation. 

3117 Fed. Reg. 3139 (1952). 

*2 The Korean hostilities. 

*3 Youngstown Sheet & Tube Co. v. Sawyer 343 U.S. 579 (1952). 
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cedures has yet been developed in the United States. This 
situation demands an immediate and careful appraisal. 


CONCLUSIONS AND PROPOSALS 


Two facts discernible in contemporary conditions make im- 
perative the need for clarification of the American approach to 
crisis government. First, the day has probably passed when 
critical situations were only sporadic aberrations from a normal 
condition of peace. During the past twenty-five years the 
United States has lived in a state of almost constant emergency, 
and the outlook for the future does not promise respite from 
this condition. On the contrary, externally-provoked emergen- 
cies seem more likely now than before. Second, probably never 
before has the danger of subversion of the American constitu- 
tional order been so real. This danger stems not only from those 
who would overthrow the society in favor of one or another 
form of totalitarianism; it stems also from some of those who 
seek to preserve American society, but who, in their fanatic 
zeal are equally dangerous to the preservation of constitution- 
alism. 

Constitutional processes must be adapted to the prevailing 
atmosphere of constant tension in which external or internal 
emergencies may arise at any time and without adequate 
warning. It has been largely a result of her geographically iso- 
lated position in the world and, with the widely-spaced excep- 
tions of the Civil War and Great Depression, because she has 
been generally untroubled by internal strife, that the United 
States has been able to avoid defining and institutionalizing her 
emergency procedures. Adequate time and a comforting sure- 
ness of victory have taken the sting out of critical situations, 
and the relative ease with which emergencies have been over- 
come has led the American society to suppose that its ad hoc 
methods of dealing with such situations are adequate. But 
these former conditions no longer exist. Thus all means for 
preserving the constitutional order must be reappraised in the 
light of present conditions. Emergency procedures, being the 
framework within which the society operates in time of crisis to 
preserve its constitutional life, must be defined and institution- 
alized. 
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Institutionalization would serve these basic purposes: It 
would mark out a course for public officials to follow in emer- 
gency periods, thus equipping them to carry out their functions 
in a constitutionally acceptable way. It would provide the 
society in general with an awareness of the operation and limita- 
tions of crisis government, thus making known to the citizenry 
the course which it may expect its leaders to take in time of 
emergency, and making possible more intelligent popular jucg- 
ment of a crisis government. Finally, institutionalizing emer- 
gency procedures would provide standards by which the courts 
would be better enabled to make their determinations regarding 
the constitutionality of emergency acts. 

By “institutionalization’”’ of emergency procedure is not 
meant the statutory enactment of a specific and detailed code of 
law. This sort of enactment would not only be contrary to 
traditional common law practices, but might also do more harm 
than good. Procedural clarification would fail in its purpose if 
it resulted in hamstringing officials with a complex code unnec- 
essarily and dangerously restricting their efficiency and freedom 
of action. What is advocated in the following pages is, rather, 
that certain broadly formulated emergency procedures be incor- 
porated in the Constitution of the United States. 

The content of such a constitutional provision must be the 
task of a commission of experts in constitutional law and theory, 
but I shall here suggest a general line of approach based on an 
analysis of the preceding illustrations, and using the four ques- 
tions raised at the beginning of the paper as a framework of 
reference.** Satisfactory answers to these questions must be 
found if American society is to be fully prepared for the possible 
shocks of future emergencies. 

How, then, shall the existence of an emergency be determined 
in the United States? The Civil War illustration indicates that 
this is an executive function, although legislative ratification 
validating the action may be necessary. In World War I the 
executive took the initial steps, but the legislature made its own 
decision. The determination in this instance may be said to 
have been joint or concurrent. The determination of America’s 


54 See also Rossiter’s ‘eleven criteria,” op. cit., pp. 297-306 and see Frederick 
Watkins, ‘Constitutional Dictatorship” in Public Policy vol. | (Yearbook of the 
Graduate School of Public Administration, Eds. C. J. Friedrich and E. S. Mason), 
Cambridge, 1940, pp. 338-344. 
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entry into World War II was automatic, the executive taking 
the lead in formally recognizing the emergency’s existence. In 
1933 the executive, by-passing the legislature and without a war 
to justify the action, found his determination accepted; but in 
1952 when the executive, again without legislative action, de- 
clared an emergency to be in existence, the attempt failed. 

Although the Civil War and 1933 emergencies seem objec- 
tively to have been incomparably greater than that of 1952, 
serious questions are raised by the difference in result in these 
instances. The existence of an emergency is too important a 
determination to be contingent on such factors as the Presi- 
dent’s desire to avoid debate, party alignments in the Congress, 
or the personality and popularity of the chief executive. Shall 
we then conclude that in institutionalizing American procedures 
either the President or the Congress should be given the func- 
tion of determination, or that they should be required to make 
this initial decision jointly? Each of these alternatives is dan- 
gerous. To entrust the executive with unrestricted power to set 
in motion a process which may mean life or death for the consti- 
tutional society is to invite disaster. No free society can assume 
or expect that in each time of crisis it will be fortunate enough 
to have a leader of Lincoln’s stature. On the other hand, mod- 
ern crises require a degree of speed and efficiency for which 
normal constitutional procedures, such as legislative or joint 
action, are too obviously inadequate. 

It is suggested that a solution to this problem may be found 
by studying the theory and practice of the emergency provisions 
of the Weimar Constitution, specifically those parts of the ill- 
used Article 48 which read: 


“If public safety and order in the German Reich is materially dis- 
turbed or endangered, the President may take necessary measures 
to restore public safety and order, intervening if necessary with the 
aid of the armed forces . . . The President must immediately in- 
form the Reichstag of all measures adopted by authority of ... 
this article. These measures are to be revoked upon demand of the 
Reichstag.” 


Although these provisions, which were created for the pur- 
pose of preserving the German constitutional state, were finally 
used in a manner which helped to destroy it, their basic proce- 
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dures deserve attention. The Weimar constitutionalists recog- 
nized that the executive, because it is the most centralized 
branch of government, is the only agency capable of the prompt 
determination and unity of command necessary for effective 
defense of the constitution in an emergency. But while the 
provisions of Article 48 were designed to give the executive the 
necessary freedom of action, they also precluded by-passing the 
people’s representatives. The legislature had to be informed 
immediately of the President’s actions and might demand their 
revocation; thus provision was made for legislative control and 
review of the situation. 

The misuse of Article 48 (coupled with that of Article 25, 
empowering the German President to dissolve the Reichstag) 
helped to make a shambles of the Weimar attempt at dealing 
with emergencies. But the character and organization of the 
American government is such that many of the dangers evident 
in the German experience would be avoided. For example, the 
multi-party nature of continental politics was a basic factor in 
the failure of the German state to find a workable responsible 
government. The result was the utilization of the constitutional 
emergency provisions to carry on government by decree, and 
consequently the widespread loss of respect for constitutional 
processes.*® The traditional two-party system of the United 
States, though it does not avoid these dangers completely, 
would provide a stronger and safer base for the operation of 
emergency provisions. 

Another weakness instrumental in the collapse of the Weimar 
scheme was the absence of a traditionally independent judiciary 
which could determine whether or not emergency actions were 
actually in defense of the constitutional order. As we have 
emphasized in the illustrations, the answer to this question is 
clearest in the United States. The American development of the 
concept of judicial review has placed this function in the judici- 
ary. Although this proposition has not gone unchallenged,* it 
is today an accepted principle of American constitutionalism.” 


35 See Frederick Watkins, The Failure of Constitutional Emergency Powers Under 
the German Republic, Cambridge, 1939. 

* Note particularly the Lincoln-Taney incident mentioned on p. 70 above. 

* Aside from historical, psychological, and other reasons for this acceptance 
there is the fact that the judiciary has exhibited noteworthy self-restraint in its 
determinations of constitutionality. The Supreme Court has declared only 73 
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Judicial review would be the most important feature of institu- 
tionalized emergency procedures, as it is perhaps the best tech- 
nical restraint yet devised by constitutional societies for dis- 
couraging, condemning, and publicizing improper governmental 
practices, and thus of safeguarding the constitutional order. 

The answer to the question of who shall choose the recipient 
of emergency powers is the same in both the Weimar provisions 
and American experience. Since the initial determination is the 
executive’s and since he is, as pointed out before, the only 
agency capable of dealing quickly and effectively with emer- 
gencies, the executive is in effect a self-appointed dictator. The 
Weimar provisions guaranteeing legislative review and control 
over the executive’s initial steps are possible safeguards against 
abuse of this tremendous power, but American provisions mod- 
elled on them would have to be more precise. It is suggested 
that the executive, having determined the existence of an emer- 
gency and having ordered necessary initial steps to meet it, 
should be required immediately (let us say within 24 hours, if 
the Congress is in session; within 72 if it must be specially 
convened) to appear before the legislature, review the situation, 
request approval of his actions, and seek a delegation of emer- 
gency powers to enable him to continue his efforts. Such pro- 
visions would reduce the dangers inherent in giving the execu- 
tive both the power to determine the existence of an emergency 
and the power to appoint himself the agency to meet it.* 

In addition to the legislative restraints imposed by the pro- 
cedural scheme outlined above, the independent judiciary would 
again have a vital role to play in restraining abuse of the powers 
assumed and granted to the executive. In the event that the 
legislature failed to take necessary action to curb the executive, 
or in the event of collusion between the two branches (stem- 
ming, for example, from one-party rule and/or confusion and 
hysteria), the courts would be the final technical barrier against 
destruction of the constitutional order. 

A serious gap in the Weimar provisions and also in American 
experiences remains to be discussed, namely who shall deter- 


Acts of Congress unconstitutional since the adoption of the Constitution. See: 
The Constitution, Library of Congress, Leg. Ref. Ser., 1953, pp. 1241-1254. 

See Watkins, op. cit., for an account of the German experiences directly in 
point. 
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mine the end of the emergency. In so far as war emergencies 
are concerned, the ratification of peace treaties—a function of 
the American legislature—is merely a formal termination and 
does not provide an adequate safeguard against unreasonable 
extensions. The Act of March, 1863 (above pp. 69-70) allegedly 
included a legislative delegation of the termination function, as 
did some of the early New Deal legislation (above p. 76), and a 
recent Supreme Court decision® implied that this determination 
may actually be an executive function. The Weimar provision, 
requiring revocation of emergency measures on demand of the 
legislature, is a negative, though possibly effective approach to 
the matter. 

Borrowing from the Roman concept of constitutional dicta- 
torship, which was limited in its duration to six months, it 
would seem that a definite time limit is a necessary safeguard. 
Legislative enactments delegating power should, as the most 
recent American delegations generally have, set their own expi- 
ration dates—thus providing for an automatic and complete 
review of a situation by both the executive and the legislature. 
It would also seem advisable that no emergency delegation of 
power should, in the case of a war, extend longer than a precisely 
named determinable event (perhaps the armistice plus six 
months), and, in the case of internal crises, no longer than two 
years, without requiring such a complete review. 

It is evident from this study that no drastic reshaping of 
American political or constitutional thought would be necessary 
to accomplish the task of providing a more precise system of 
safeguards for defending the constitutional order. Drawing on 
the experience of past crises and using the Weimar provisions 
as a guide, American emergency procedures can be defined and 
institutionalized. The very real dangers confronting American 
constitutionalism demand that such a project not be delayed. 

This article has emphasized the need for procedural reform of 
an important aspect of modern constitutional government. But 
it must be recognized that the author has been concerned here 
only with techniques, and the example of Germany illustrates 
too well that technical constitutional provisions are of little 


% Ludecke v. Watkins 335 U.S. 160 (1948). 
“See Friedrich, op. cit., pp. 210-12; rev. ed., pp. 237-38. And see Watkins, 
“Constitutional Dictatorship,” pp. 338-44. 
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avail if a fundamental desire to preserve the constitutional 
state is lacking in those entrusted with its operation and in the 
general citizenry. He has also emphasized the important role 
which may be played by the judiciary in maintaining the 
constitutional order during critical periods, yet it is obvious that 
judges do not have superhuman wisdom and that the judicial 
process itself has inherent limitations. Even when the judiciary 
acts with genuine foresight and courage its pronouncements are 
empty and ineffectual, unless there is general acceptance of and 
obedience to judicial decisions on the part of both public officials 
and the society as a whole. 

Clearly defined procedures are necessary in a constitutional 
state to guide public officials and to make the citizens con- 
sciously aware of the manner in which their government will 
operate to preserve the state in time of emergency. That they 
may have little effect in a society which lacks or has lost its 
fundamental attachment to constitutional principles does not 
argue against the need for institutionalizing emergency proce- 
dures. On the contrary, the members of a constitutional society 
should constantly be reminded of the fact that the primary 
function of their government is the defense of the constitution. 
A society which is aware of this fact will be best equipped to 
preserve its constitutional life. 





THE PATTERN OF INTEGRATION: WESTERN 
EUROPE AND THE ATLANTIC 
COMMUNITY* 


Jiri Liska 


“The first thing to be secured in the new postwar or- 
ganization of Europe, then, must be a permanent and 
general European equilibrium. This equilibrium must 
be based both politically and economically upon the 
balance of forces between a number of .. . large, 
individual and balanced organisms, each of them suffi- 
ciently powerful territorially, politically, and econom- 
ically. The weakness of small states must not in the 
future tempt large states to fall upon them.” 


Eduard Bene’, “The Organization of Postwar Eu- 
rope’’, Foreign Affairs, January 1942. 


INTRODUCTION 


HIS is a study of the integrative process among independent 

political societies in terms of the multiple equilibrium. The 
latter is an enlargement of the balance of power in changed 
conditions. Ever new spheres of reality, peripheral to the classi- 
cal balance of power of the Renaissance, are becoming centrally 
relevant. This is no longer the world of Guicciardini and 
Machiavelli. Industrialism, nationalism and mass democracy 
have complicated the never too precise calculations of tradi- 
tional statecraft. The increasingly important horizontal phe- 
nomena and relationships of interdependence cutting through 
national autonomies cannot be properly accounted for in terms 
of vertical national power structures and a quantitative balance 
of power concept alone. International and supra-national insti- 
tutions arise to cope with joint problems which elude merely 
national control. They are acquiring a diffuse power of their 
own. Ina reaction against nationalistic fragmentation, the em- 
phasis is again on reintegration. 


* The following article is part of a Ph.D. thesis entitled The Multi > _— 
rium: A Theory of International Organization of Collective Security. 

completed before the EDC was rejected by the French National Assembly. Then 
after, only a few tenses have been changed. The alternative approach through the 
expanded Brussels Treaty calls for no substantive change in the analysis. 
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In this situation, the concept of the multiple equilibrium! 
articulates more explicitly various problems. Within the en- 
larged schema, the balance of power continues to occupy an 
essential place. It does not violate the traditional meaning of 
the balance of power to identify it with the military-political 
sphere of the multiple equilibrium. There are at least two addi- 
tional spheres. The institutional sphere consists chiefly of law 
and organization, and will be described presently. The social 
sphere comprises sympathetic and antagonistic relationships 
and responses between cultures, ideologies, national, social and 
economic interest groups. The ideal objective is a corresponding 
equilibrium resulting from a mutually responsive, cooperative 
or competitive communication of values and satisfaction of 
needs. The opposite is hegemonic preponderance of one group 
or interest over another. More particular objectives include a 
fair balance between the individual, his nationality and the 
state where these do not coincide, or between the rights of 
colonial peoples to emancipation and the interests of the colo- 
nial Powers, international security, welfare, and other more 
general values where these are in conflict. Social disequilibrium 
is reflected in maladjustment, strains, breakdown of communi- 
cations, and the familiar economic symptoms. It may also give 
rise to dominance and subordination, which are, however, more 
characteristic of an imbalance of power. Power is a perva- 
sive, but not all-inclusive factor. 

The military-political, social, and institutional spheres inter- 
act, frequently in a mutually counterbalancing movement. 
Successful organization on national, regional, or global scale 
requires that they be balanced deliberately between themselves 
and each of them internally. The task is rendered more difficult 
and necessary by the increasingly intimate connection between 
the domestic and the international aspects of each sphere. Some 
form of popular control has almost everywhere superseded dis- 
cretionary executive control over foreign policy and expanded 

1 The term equilibrium describes a situation in which every change is followed by 
countervailing change calculated to offset the consequences of the original change 
and restore the disturbed, or establish a new, equilibrium. The prevention of 
disproportionate ascendancy of any one of the entities involved maintains their 
multiplicity and a certain stability of the whole system. In becoming, equilibrium 
is a dynamic process of interaction between the several entities, and can be an 


objective purposively aimed at. In being, it is a condition more or less attained at 
any one time. 
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cabinet diplomacy into total relationships between peoples and 
cultures. A measure of rational adjustment is required to ap- 
proximate an equilibrium which would be more than an acci- 
dental deadlock of blindly clashing opposites. One means is 
integration. In so far as international and supra-national insti- 
tutions are instrumental in such adjustments, institutionalized 
equilibrium is characteristic of the times. 

A prerequisite and part of institutionalized multiple equilib- 
rium is inner institutional equilibrium. A composite organiza- 
tion can be at equilibrium or move toward or away from it with 
respect to commitment, structure, and scope. It is at equilib- 
rium level of commitment when actual readiness of members to 
perform corresponds to their obligations. Disequilibrium pro- 
duces downward pressure on the commitment toward its re- 
duction, decentralization, or evasion, as shown in the League 
and the U.N. The organization’s structure encompasses its 
members, organs, and subdivisions. An organization is at struc- 
tural equilibrium as regards individual members, when the 
ratios between their national power and institutional influence 
are not too unequal and the margin of attempted institutional 
restraints does not exceed the margin of tolerance of power and 
social dynamics. This implies that an organization is at equilib- 
rium with respect to its organs when their respective powers 
correspond to the composition and the average power of their 
memberships. Responsibility goes then with power. From a 
different viewpoint, there will be a structural equilibrium when 
the several organs are differentiated but mutually integrated in 
their jurisdiction and membership, and mutually reinforce each 
other through the competitive equilibrium movement. Under a 
progressive equilibrium, an increase in the powers of one organ 
sets off a countervailing increase of powers of another organ, 
resulting in greater total powers for the entire organization. 
This mechanism has operated within the American federal gov- 
ernment at the expense of the states. An equilibrium is still 
stable, but not progressive, when the decrease of the effective 
powers of one organ produces an offsetting increase in the 
powers of another, restoring the total powers nearer the original 
position. The extension of the powers of the General Assembly 
to counteract the paralysis of the Security Council sought to 
achieve this in 1950 for the U.N. In an unstable equilibrium, 
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finally, the increase or decrease in the powers of one organ 
produces further decrease in the powers of another. The sliding 
decline of the League under the changing and undefined rela- 
tionship between the Council and the Assembly illustrates this 
point. Mutatis mutandis, the same pattern applies to the rela- 
tionship between, say, federal and state governments or global 
and regional organizations. Involved in the others is equilib- 
brium with respect to functional and geographic scope. An 
organization is at such equilibrium when the jurisdiction actu- 
ally exercised and the area covered correspond to the extent of 
the interdependent needs relevant to its purpose. Objective 
requirements must be distinguished from the willingness of 
members to make the requisite concessions. This is implicit in 
the fact that any composite organization is in reality a process 
of interaction between institutional norms, policies of its mem- 
bers, and the phenomena which bring them together. The 
measure of equilibrium attained by a dynamically conceived 
organization can be discerned in symptoms. Among these are 
the effectiveness of the organization to carry out its purposes 
and the disposition of its members to pursue national policies 
within rather than outside the coactive institutional framework. 

In the following pages this tentative theoretical model will be 
applied to integration within the North Atlantic area and more 
specifically Western Europe. The paper reviews the role of 
NATO chiefly as a framework of different levels of integration, 
discussed as a process in terms of the multiple equilibrium with 
special emphasis on the problem of security. The question 
of internal equilibrium and the implications of disequilibrium 
among actual and potential participants in federative integration 
are explored. In certain instances disequilibrium points to the 
need for a balancer to facilitate the process. Among others, 
NATO is seen as a potential external balancer in the Western 
European integrative and federalizing process. 


THE NORTH ATLANTIC TREATY ORGANIZATION 


The North Atlantic Treaty Organization bears upon the bal- 
ance of power, collective security, and integration.? All are 
2 By integration is meant any functional and /or institutional connection between 


separate entities, preserving to variable extent their personality and autonomy. 
The integrative process will be defined later. Institutionalization of international 
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intertwined in NATO's dual character: first, as a phase on the 
integrative continuum, second, as a potential agent of a more 
advanced federalizing process in Western Europe. Only the 
first will be discussed at this point. Along the integrative con- 
tinuum can be distributed, according to the density of institu- 
tional and functional connections, patterns of organization 
ranging from an unorganized multi-state system to a unitary 
super-state. Within this spectrum, NATO is primarily an insti- 
tutionalized coalition for the maintenance of the global balance 
of power, formally related to the U.N. as a collective self-defense 
arrangement. Secondarily, it is also the organization of the 
North Atlantic Community. NATO’s several identities are cen- 
tred in two foci. The first and concrete focus is the United 
States as the principal weight in the Western scales of the power 
balance and a vital factor in the multiple equilibrium. The 
second is the fusion of security and community in the revised 
conception of collective security. The term is now being applied 
to mean a “community security system”’ pooling the resources 
of several states in an integrated defense effort against a specific 
potential aggressor. Effective collective security area is coter- 
minous with an integration area and expands or shrinks with the 
latter. Integration took the place of perfected automatic com- 
mitment to mutual assistance based on an abstract definition of 
aggression. This is a drastic departure from the theory of col- 
lective security originated in the Covenant. It adjusts to the 
contemporary schism the integrative approach of the Charter. 
The unifying focus of NATO's different aspects is that they all 
raise the issue of the multiple equilibrium in the free world.* 

As an institution, NATO displays a particular kind of integra- 


relations occurs when international law and organization are effectively applied 
rather than merely exist. Multilateralism and indirect uses of power are typical 
of institutionalized relations. 

* The principal collective security provisions of the North Atlantic Treaty are 
in Article 5, the community provisions in the Preamble and Articles 2 and 3. 
They are modelled on the corresponding provisions of the Brussels Treaty in Arti- 
cles 1-3. Cf. Appendixes I. and II. in Atlantic Alliance: NATO's Role in the Free 
World. A Report by the Chatham House Study Group, Royal Institute of Inter- 
national Affairs, Oxford University Press, 1952, pp. 151-8. See also William T. R. 
Fox, ‘‘NATO and Coalition Diplomacy”, The Annals of the American Academy o 
Political and Social Science, July 1953, pp. 114-8, Alfred J. Hotz, “NATO: Myt 
or Reality’, ibid., pp. 126-33, Grayson Kirk, ‘The Atlantic Pact and International 
Security’’, International Organization, May 1949, pp. 242-4. For the revised con- 
cept of collective security see John F. Dulles, ‘Policy for Security and Peace”, 
Foreign Affairs, April 1954, pp. 353 ff. 
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tion and equilibrium. The organization rests on international 
law and treaty and preserves intact the formal sovereignty of 
its members. NATO is thus located at a relatively low point of 
the integrative continuum. It has no supra-national organs and 
shows no federative tendencies. The institutional approach is 
empirical rather than a priori. NATO’s organic growth has 
been stimulated by a “two-chamber system” of expert and 
political bodies in response to specific functional tasks. The 
Council is the seat of national representation and multilateral 
high policy. In the Permanent Organization, the International 
Secretariat is the central fortress of the collective NATO spirit. 
Between the nationalist and the internationalist extremes of the 
institutional spectrum, the Permanent Representatives of the 
member nations constitute the intermediary link. But the bal- 
ance is uneven because the Secretariat, as the most highly 
integrated civilian organ, is endowed with only advisory and 
mediatory powers, and the delegated authority of the Repre- 
sentatives is scant. On the other hand, the Permanent Organ- 
ization is an effective civilian counterweight to the more tightly 
integrated military structure of NATO headed by a Supreme 
Commander. This enables it to coordinate the economic and 
the military aspects of security and give continuity to the spo- 
radic action of the national Ministers who constitute the ulti- 
mate check on the military. 

NATO has thus realized a primarily operational integration. 
First, delegation of authority has gone to the standing opera- 
tional, rather than political, organs. Second, integration has 
resulted from the actual operation of the national and inter- 
national organs rather than from a unique constituent act estab- 
lishing a supra-national authority. Inter-allied relations have 
been greatly institutionalized by the so-called ‘‘NATO method” 
of multilateral consultation aiming at unanimous recommenda- 
tions without resort to vote. A rather progressive structural 
equilibrium between the military and civilian standing organs 
has stimulated the growth of NATO’s modest powers. The 
effectiveness of the alliance has been further promoted by the 
continual adjustment toward equilibrium between the “‘supra- 
national NATO view” and the “national views.”’ This informal 
interplay has limited the bearing of the imbalance between the 
limited jurisdiction of the integrated organs and the extensive 
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domestic jurisdiction exercised in the Council. On the whole, 
NATO shows that any closely coordinated military and eco- 
nomic undertaking among materially interdependent nations 
will result in at least de facto supra-national character of the 
joint organs and some derogation of effective sovereignty.‘ 

As regards the other two spheres of the multiple equilibrium, 
the NATO institutions are the coactive framework for military- 
political and to some extent economic integration. Integration 
and balance have been the watchwords of the immediate objec- 
tive of NATO, joint equitable rearmament. The balance sought 
has been between military needs and the requirements of eco- 
nomic, social and political stability of the member nations. 
Among allies with greatly disparate resources, contributions 
must be properly balanced with “‘politico-economic capabili- 
ties.’’ The aim has been ‘‘balanced collective forces’’ and, later, 
an ‘‘integrated force under centralized command.”’ The ‘‘com- 
munity power’’ of jointly trained and strategically directed 
national units is to replace separate national potentials as the 
foundation of security. This measure of integration is to narrow 
within NATO’s regional scope the fatal gap between a collective 
security commitment and the actual ability and willingness to 
perform. The anticipation of performance strengthens the com- 
munity of traditions and interests among the allies. Thus, a 
casus foederis should find NATO at equilibrium with respect to 
the mutual assistance commitment of its members. But a final 
evaluation depends on NATO's fitness to implement its long- 
range community function.® 

The present NATO is not altogether adequate to promote a 
multiple equilibrium and a more closely integrated community 
in the North Atlantic area. It reflects rather than stimulates 
the inchoate community of sovereign states. Joint action de- 
pends on a conception of national interests extensive enough to 
span the distance between community of purpose and independ- 
ence of policy. The idea of the Atlantic Community is now alive 
primarily in the method of action seeking a fair adjustment of 
the military, political and economic burdens and advantages. 


4 The quoted phrases are from Aflantic Alliance, pp. 82, 84, 126-7. 

5 Cf. ibid., pp. 52-4, 65 note 2, 121. For a statement by Dean Acheson attribut- 
ing “revolutionary significance’’ to the concept of balanced collective forces see 
McGeorge Bundy, The Pattern of Responsibility, Houghton Mifflin, 1952, pp. 74-5. 
Dulles, op. cit., p. 356 refers to the ‘community power” idea. 
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The approach to a multiple equilibrium which would sustain a 
more substantial community has been as tentative and limited 
as the present character of the community itself. Treaty pro- 
visions and subsequent statements of intentions must be dis- 
tinguished from actual means and accomplishments. The former 
are broad enough and reflect the awareness of a multiple equi- 
librium situation. However, their implementation has lagged 
and especially the smaller nations had to insist repeatedly on 
the non-military purposes of the organization.*® 

Imbalances have occurred within and between the spheres. 
The organization has not been adequately mobilized to be at 
equilibrium with respect to its functional tasks. In the military- 
political sphere, equilibrium has been more effectively estab- 
lished externally against the Soviet bloc than internally. Prog- 
ress has been made, but the specialization implicit in integrated 
balanced forces is not favored by continued sovereignty. Mili- 
tary integration has not been matched by a corresponding 
coordination of foreign policy. More serious yet has been the 
imbalance between the military-political and the socio-economic 
implications of NATO, raising the issue of a balance between 
the organization’s short-range and long-range purposes. The 
economics of rearmament prevailed gradually against purely 
military considerations, but no serious attempt has been made 
to channel over-all national economic policies toward an inter- 
national economic equilibrium. Partly as a result, the burdens 
of rearmament threatened to upset the weaker national econo- 
mies and undermine societies with a narrow margin of social 
peace. The initially legitimate concentration on the military 
defense problem has grown one-sided as NATO passed from the 
emergency stage into the “long haul.’’ A countervailing enlarge- 
ment of NATO’s socio-economic scope toward a functionally 
more diversified equilibrium has been advocated but not yet 
really tackled. It is difficult to strike the right balance. On the 
one hand, the primary task of NATO was to redress the “‘serious 
imbalance of military strength” in Europe into a balance or 
even “preponderance of power.’’ This contributed to general 
stability in the West, and the attendant military integration 
created not only frictions but also a sense of interdependent 


® See Atlantic Alliance, pp. 33 and 100, also for the so-called Pearson Report on 
the Atlantic Community. 
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community. In that sense ‘‘economic measures are not enough.” 
But neither is military balance or preponderance. Permanent 
U.S. economic aid is no solution. It would strain relations be- 
tween allies whose material inequality exposes NATO to yet 
another imbalance. But the leading Power should lead also in 
the evolvement of a substitute socio-economic to international 
politics. The alliance must in the long run transcend itself into 
more positive and extensive activities. Otherwise, it will be- 
come brittle, the equilibrium lop-sided, and the social tissues of 
regional community will not grow.’ 

Doubtless an unusually elaborate peace-time alliance, NATO 
has thus developed an integrated multiple equilibrium approach 
in only a limited area. It has been increasingly isolated as the 
military-political link in a dwindling pattern of complementary 
agencies of socio-economic stabilization. Its limitations have 
been also geographical. Even the vast resources and overseas 
connections of its members did not make from NATO’s regional 
compass a sufficient basis for a general equilibrium. As a result, 
inter-allied relations have suffered under the pressure of a larger 
interdependence, chiefly economic and strategic. Unable to re- 
late itself organically to the world organization, the regional 
alliance has tended to supersede it. Hence, if NATO is at fair 
equilibrium with respect to military commitment, it is not in 
that position with respect to functional and geographic scope. 
Its institutional structure, to repeat, is low on the integrative 
continuum, but operational integration has been promoted by 
the equilibrium between the civilian and military standing 
organs and between supra-national and national viewpoints. 
Thus, despite present shortcomings, NATO is capable of flexible 
adjustment to the scope of the functional tasks which its mem- 
bers may decide to implement in the future. 

The difficulty to maintain a structural equilibrium with re- 

7 Cf. Warren Austin’s statement in the North Atlantic Treaty Hearings, 81st 
Congress, ist Session, 1949, pp. 92, 7, including ‘preponderance of power”’ as 
NATO's objective. The other two quoted passages are from Dean Acheson’s 
statement in the Joint Hearings, Military Assistance Program, 81st Congress, 1st 
Session, August 8, 1949, quoted in Bundy, op. cit., p. 68. Dulles, op. cit., p. 363 
deemphasizes the economic aid aspect of American foreign policy. See also Charles 
H. Bonesteel, III., ‘NATO and the Underdeveloped Areas’’, The Annals, July 
1953, pp. 71-3, Herman M. Somers, ‘‘Civilian-Military Relations in Mutual Secu- 
rity’, ibid., p. 31, E. Lengyel, ‘Middle East Power Vacuum”’, ibid., pp. 53-4, and 


a R. Herrod, “Strength of the Atlantic Community”, The Annals, July 1952, 
p. 21. 
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spect to members greatly unequal in power has been one reason 
which has hitherto obstructed more extensive delegation and 
integration. The raw outline of the present compromise is the 
exclusive representation of the three Great Powers in the mili- 
tary Standing Group, and an equal vote and formal veto of even 
the smaller members in the NATO Council. The considerable 
powers of the former, and the ultimate authority of the latter, 
give the Great Powers the requisite supremacy and the smaller 
states the equally necessary safeguards. Considered in the light 
of the actual play of pressure and influence, the desirable ratio 
between actual power and institutional influence, as well as the 
margins of restraints and tolerance, would seem to be approxi- 
mated. It may be argued, however, that both the structural 
equilibrium and further integration would be served by the 
constitution of a political Standing Group where less members 
with higher average power could properly exert greater powers. 
The opposition of the smaller states to further abdication of 
authority implicit in such centralization has rendered it unfeasi- 
ble at least in peace-time. The situation is reflected in an effec- 
tive but limited employment of the NATO Council facilities by 
the Great Powers. Among the Big Three themselves, of course, 
the differences of power and political weight are considerable. 
In the final analysis, the structural equilibrium of the alliance 
would be best served by moves toward an equalization of re- 
sources among its component units. American foreign aid is to 
mutual advantage and is partly compensated for by strategic 
and other facilities. But it cannot redress the imbalance of 
strength between the allies and, when combined with greatly 
unequal contributions, tends to upset the vital psychological 
equilibrium. A federatively integrated Western Europe to- 
gether with Great Britain might constitute an effective counter- 
weight to the United States within the alliance, increase the 
security and improve the relations of all concerned. NATO 
might aid in the process. Prior to discussing its role, preliminary 
questions concerning integration must be dealt with. 


WESTERN EUROPEAN INTEGRATION 


Integration, as already defined, translates into functional and 
institutional forms the supra-national interdependence which 
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cannot safisfactorily be dealt with by any one state separately. 
Interdependence does not ensure integration; it merely consti- 
tutes a challenge. Integration can be seen as a dynamic process, 
concurrent with the development of community feelings, needs 
and interests. It is marked by the emergence of relationships 
and organs ranging along a continuum from sporadic functional 
and contractual connections through international organization 
to federal or unitary multi-national institutions. Along with 
the organizational forms, the regulatory norms as well pass 
without a dramatic break from international into constitutional 
law. It is therefore often difficult to determine where interna- 
tional organs cease and supra-national begin. Nor, as was seen, 
does the denial of de jure supra-national powers necessarily 
exclude the de facto supra-national character of institutions 
formally governed by international law and national sover- 
eignty. Federative integration on the other hand definitely 
pools political and juridical sovereignty and transfers some of it 
to joint institutions. Then the integrative process passes into 
its federalizing stage. There emerge into coordinate status in- 
terrelated central and component state organs, reciprocally 
autonomous within their defined spheres. The institutional 
structure corresponds to a similarly composite pattern of in- 
clusive and exclusive community feelings, needs and interests. 
The traditional dichotomies between international, federal and 
confederal systems are dissolved. In the above conception, any 
form of integration can be seen from two major viewpoints. It 
constitutes, first, at any one time a static quantity or density of 
integration at a point of the continuum. Second, it is a phase in 
the dynamic integrative process, progressive or regressive in 
relation to its own evolutionary potential and to other more or 
less advanced forms.® 


® On the “‘federalizing process” see Carl J. Friedrich, ‘‘The Dynamics of Feder- 
alism’’, Paper read before Conference II ‘‘Federalism” of the Bicentennial Cele- 
bration of Columbia University, 1954. Proceedings Edited by Macmahan, Feder- 
alism: Mature and Emergent 1954, pp. 516, 517 and passim. See also, by the 
same author, Constitutional Government and Democracy, Ginn and Company, 
1946 edition, chap. xi, pp. 187 ff. on federalism in general. Relevant to some 
of the other points made are Josef L. Kunz, “Supra-national Organs’’, American 
Journal of International Law, October 1952, p. 697 and passim, H. W. Briggs, 
“The Proposed European Political Community”, ibid., January 1954, pp. 114-5, 
and E. van Raalte, “The Treaty Constituting the European Coal and Steel 
Cees International and Comparative Law Quarterly, Vol. I, Pt. 1, 1952, 
p. 74. 
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A theory of federative or functional integration must deal 
with and bring into a unifying focus the factors of community, 
institutions, and plain power politics. The interpretation of the 
integrative process as taking place in terms of the multiple 
equilibrium attempts to do this. Ceferis paribus, the process 
will be effective to the extent a military-political and socio- 
economic equilibrium will be integrated by means of institutions 
at equilibrium with respect to structure, commitment, and 
scope, into an expanding functional and moral community. 
Integration is then a means to adjust a multiple equilibrium 
and is effective to the degree to which the latter is realized. It 
should reflect the dynamic nature of the equilibrium movement 
and not attempt to freeze the sustaining relationships into a 
static mould. The scope and extent of integration should ideally 
correspond to the natural scope of the phenomena of inter- 
dependence. These should be channeled so as to stimulate a 
cooperative rather than expansionist response to their pressure 
on national autonomies. Uncertainties about the approach best 
suited to advance rather than inhibit the integrative process 
are at the root of the functionalist-federalist dispute. The de- 
bate has been sharpened by the concrete problem of Western 
European integration.® 

The Western European process illustrates the multiple equi- 
librium character of integration. Institutional checks and bal- 
ances are most apparent in the Draft Treaty of the European 
Political Community.” They are designed to safeguard the 
interests of the peoples, the member states, and the Community 
itself. Provisions concerning the Council of National Ministers, 
the Executive Council, the two legislative chambers and the 
court aim at a structural equilibruim between the several 
branches, between the powers of the member states and the 
Community and, finally, between the rights and interests of the 
materially unequal members. In the total scheme, the Political 
Community would integrate institutionally the various supra- 
and international organs in the socio-economic and military 


*See for instance David Mitrany, ‘Functional Federalism’’, Common Cause, 
November 1950, pp. 196-9. 

10For the relevant provisions see Draft Treaty Embodying the Statute of the 
European Community, Information and Official Documents of the Constitutional 
Committee of the Ad hoc Assembly, Paris, October 1952—April 1953. For analysis 
and comment see Friedrich, ‘‘The Dynamics of Federalism’’, Macmahan, op. 
cit., pp. 510 ff., and Briggs, op. cit., p. 121. 
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spheres. It would help coordinate the foreign policies of mem- 
bers and stimulate community consciousness through popular 
elections to the lower chamber. Yet, the Draft Treaty would 
not create an institutional framework likely to promote signif- 
icantly the federalizing process. There is too much of an inter- 
national, and too little of a supra-national or let alone federal 
organization, and the relative distribution and scope of the 
national and the supra-national powers in the various spheres 
does not correspond to the needs of a community. This is 
serious in a constitutional and political environment unfavor- 
able to organic growth. The Political Community would hardly 
be at equilibrium with respect to its structure and scope, and 
institutionalize adequately a multiple equilibrium. The same 
applies more or less to the other Communities. 

In the social sphere, the European Coal and Steel Community 
is a nucleus for closer economic integration and an industrial 
balance, designed to release a more peaceful flow of energies 
between Germany and her neighbors. It carries further within 
a smaller area the work of other cooperative schemes which 
promoted equilibrium by stimulating production and trade. 
The strategic nature of coal and steel links the integrative 
process in the economic and the military spheres. The disposi- 
tion of the Saar as a crucial weight in Franco-German industrial 
scales was a factor in the fate of the European Defense Com- 
munity." The latter’s object was military-political equilibrium 
by means of tight military integration and modest supra-na- 
tional powers for a technical organ. The EDC, too, was not 
self-sufficient. It fell short of a federal defense establishment 
which requires central political control over military resources 
and domestic as well as foreign policy. This is a special aspect 
of military-political equilibrium in a composite organization. 
The League was at disequilibrium due to the gap between a high 
level of general commitment and a low level of readiness of most 
members to perform, due in part to the lack of military integra- 
tion. But integration which intertwines members militarily and 


110n the ECSC see Raalte, op. cit. The text of the Treaty constituting the 
European Defense Community is to be found in ‘‘Conventions on Relations with 
the Federal Republic of Germany and a Protocol to the North Atlantic Treaty”, 
Senate Documents, Executive Q and R, June 2, 1952. For comments see Etudes 
sur le fédéralisme, Bruxelles, Mouvement Européen, 1952-3, Vol. II, pp. 43-4, 
109 ff. (English Edition—Bowie & Friedrich: Studies in Federalism, Boston, 1954). 
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leaves them free politically might open another dangerous gap. 
Neither could the EDC alone redress permanently by organ- 
izational devices the imbalance in potential military-political 
strength and orientation among the prospective members. It 
needed the EPC in the first, and NATO in both respects before 
it could be successful. In short, apart from imponderables, the 
European and any other comparable integrative process hinges 
on the outcome of the just described quest for a multiple equi- 
librium. This is especially the case among unequal communities 
with a tradition of insecurity. 

The problem of security ties together yet more intimately 
the military-political and the social implications of federative 
integration. The psychological link is the naturally anti-fed- 
erative phenomenon of nationalism, exacerbated by personal 
and group insecurity feelings. Nations may be pulled together 
among other things by a sense of community, the needs of inter- 
dependence, and the anticipation of advantages and rewards 
flowing from a larger union. They may seek joint security 
against common external threat. But nations with an antago- 
nistic past and fears for the future are as likely to be induced to 
federation by the desire to be secured against one another. 
Traditionally, security has been sought by means of a successful 
war or alliance producing a favorable balance of power. Col- 
lective security attempted to modify this pattern. Now, within 
a menaced fragment of the multi-state system, like Western 
Europe today, internal war may be out of the question and the 
area for diplomatic maneuver too narrow. Then the alternative 
to containment by war, alliance or disarmament is security by 
means of federal association with the feared neighbor. Still 
more obviously, federalism as a vehicle of expansion is the next 
alternative to war-like conquest. The same would apply to 
economic security or predominance: the alternative to compet- 
itive trade war is a cooperative integrated economy. Thus, 
mutual attraction and repulsion characteristic of so many neigh- 
bors is parallelled by an equally ambivalent relationship be- 
tween federation and war. Nations in an intense contact may 
have no option but to be joined. The only question is whether 
they are to be joined in recurrent struggle or in a federal em- 
brace. !* 


12 On the other hand, war may be antithetical to already established federalism 
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If federation is to fulfill its security function and be protected 
against its hegemonic potential, it must provide effective safe- 
guards for the weaker parties. This is essential. Preoccupation 
with security will not promote federal forms which fail to imple- 
ment their raison d’étre. Insecurity in separate diversity will be 
preferred to a union which is but a medium for the aggrandize- 
ment of the nuclear Power. Just as there is but a narrow 
dividing line between federation and war, there is only a thin 
partition between the anti- and the pro-federalizing effect of 
apprehensions among many unequal communities. A paralyz- 
ing concern for the future is less easily submerged than past 
antagonisms, and tends to cling to the known if precarious status 
quo. Hence, military security arrangements and safeguards 
against political, economic and other peaceful penetration can 
easily be the decisive factor in the equation. They must coun- 
terbalance the threat of intra-federal supremacy by stronger 
partners or an extra-federal regional Great Power. A reliable 
equilibrium cannot be always established from elements within 
the federation. Then, an external balancer may be the deus ex 
machina to resolve the federal dilemma. Its function is to guar- 
antee the crucial period of consolidation and thus to tip the 
balance of the negative security fears from their natural anti- 
federative to a pro-federative expression. When this occurs, the 
federalizing process can proceed toward its fulfillment. 

An equilibrium must be sought amidst differences of power, 
computed mostly in population terms, social, economic and, in 
some instances, nationality, patterns. Particular interests tend 
to scramble the distinction between major and minor states. 
But power differentials dramatize the security problem and the 
continuation of the balance of power within a federation. To 
set up an antithesis between the balance of power and the fed- 
eral principle of the ‘‘coordinate state” is to confuse fact and 
ideal. Federation may be the condition of maintaining a safe 
power balance between nations, especially under the democratic 
system. The same principle of power equilibrium underlies a 
“mixed constitution,” the separation of powers, federalism and 
the multi-state system. In the seamless web of domestic and 
in that total war enforces a concentration of powers in the central government 


which tends to destroy the federal principle. See K. C. Wheare, Federal Govern- 
ment, Second Edition, Oxford University Press, 1951, pp. 253-5. 
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international politics there are only different degrees of sublima- 
tion of the interplay in institutions imbued with the values of 
shared community. Only an internal equilibrium can reinsure 
the coordinate autonomy and the equality of member-states, 
“one of the keys to federal organization,’’ against all but nomi- 
nal domination by the larger states. The history of German 
federalism shows best the difficulty of maintaining an equilib- 
rium among great actual inequalities. Hence, fragmentation 
into Kleinstaaterei is undesirable even under the unifying can- 
opy of a federation." 

Two interconnected issues are raised: first, the effect of 
power differentials on the federalizing process; second, the 
equilibration of these and other disparities by appropriate 
means. First about the former. Smaller states are neither par- 
ticularly virtuous nor vicious when it comes to modification of 
sovereignty. They must be expected to oppose joint organs 
dominated by greater states and exact institutional and other 
safeguards which tend to inhibit integration. On the other 
hand, the larger states will oppose the process unless it perpetu- 
ates their relative weight. Incompatibilities are bound to re- 
sult. Thus an amending process in which the states would 
participate is one of the vital tests of federalism. But a dispro- 
portionate role of smaller states might give rise to excessive 
constitutional rigidity and either obstruct the will of popular 
majority or impede the federalizing process. Such effects have 
been feared with regard to the United States and the European 
Political Community respectively.14 This suggests at least po- 
tential conflict between the requirements of the federalizing 


13 The relationship between federalism and the balance of power is discussed, 
from differing viewpoints, by Frank Tannenbaum, ‘The Balance of Power versus 
the Coordinate State’, The Political Science Quarterly, June 1952, pp. 173-97, 
and Friedrich, Foreign Policy in the Making, W. W. Norton & Co., 1950, pp. 133-4, 
221. John Stuart Mill warned against the dangers of an excessive “gradation of 
power” among members of a federation. Cf. Utilitarianism, Liberty, and Repre- 
sentative Government, Everyman’s Library, 1950, p. 496. The quoted phrase con- 
cerning state equality is from Friedrich, Constitutional Government and Democracy, 
1946 ed., p. 193. On the position of smaller states in federal institutions see Etudes 
sur le fédéralisme, Vol. I, pp. 17-8, 22-4. Herman Finer, The Theory and Practice 
of Modern Government, Revised Edition, Henry Holt and Company, 1949, pp. 172 
ff., discusses the problem of Prussia in the German federa! experience. 

4 Cf. C. A. Beard, American Government and Politics, the Macmillan Company, 
8th Edition, pp. 35-6, and Friedrich, ‘‘Dynamics of Federalism’’, Macmahan, op. 
cit., pp. 510 ff. On the other hand, participation in the amending process and their 
“veto” in the Council of National Ministers of all the Communities is for the 
smaller states a cherished safeguard against the larger ones. 
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process, certain principles of federalism, and the rights of 
smaller states. With respect to the latter, a federation would be 
at structural equilibrium if a not too unequal ratio between the 
actual power and the influence of the individual member-states 
would still allow for institutional restraints on the more drastic 
effects of power differentials. There should also be a balance 
between the states and the federal government, lest the latter 
fall under the control of the greater states. Apart from the 
amending process, three other central features of federalism 
bear on the problem. A written constitution sets up the organ- 
izational structure and defines substantive powers. Next, a bi- 
cameral system provides in the upper chamber a forum for the 
assertion of state rights and interests. The Senate rather than 
the Council type is considered more favorable to the federalizing 
process. The upper chamber should embody the principle of 
state equality and offset the proportionate composition of the 
lower chamber. This is vital when the states do not select 
directly the federal executive, are left with no international 
personality, and there is no common party system. Equality of 
representation is not everywhere adhered to. The Great Com- 
promise of Philadelphia was followed by compromises between 
equality and proportionality elsewhere.'® The efficiency of the 
check depends on the actual powers of the upper chamber and 
has not always been great. This increases the importance of the 
third factor, the federal judiciary. As a guardian of the consti- 
tutional arrangement, it can be the most striking instance of a 
federal balancer. 

Traditionally, any Power can be the balancer which is able to 
withdraw from the balance of power and constitutes the decisive 
weight when engaged. Its role is to arbitrate between diver- 
gent interests backed by unequal power for its selfish and the 
general advantage. A federal balancer, apart from guaranteeing 
the internal equilibrium, is to facilitate the federalizing process 
by reducing the need for other safeguards. Most obviously, an 
impartial federal judiciary with review functions can maintain 
and adjust to changing conditions a dynamic constitutional 
equilibrium of powers and rights between individuals, the 

18 The United States, Switzerland and Australia, for instance, give equal repre- 
sentation in the upper chamber irrespective of population. Canada, Germany, 


and more recently the various European Communities have favored proportion- 
ality modified toward equality. Jbid., pp. 519 ff. 
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states, and the central government itself. Its judicial activity 
can thus have a judiciously integrating influence. As regards 
the states, the federal government as a whole can hold the bal- 
ance between them and prevent conflict. This is implied in The 
Federalist. A strong federal authority is likely to have sufficient 
scope for the pursuit of balanced integration. In the military- 
political sphere, it will dispose of decisive preponderance or 
outright monopoly of force and be thus able to enforce the 
various rights and duties. Appropriate legislative and admin- 
istrative regulation, including federal grants-in-aid and other 
support for underprivileged communities, can conduce to socio- 
economic equilibrium. The federal government may coordinate 
divergent economic potentials, needs and interests, and recon- 
cile particularistic tendencies with intra-federal interdepend- 
ence. Similar tasks bear on social, cultural, and other relations. 
The more heterogeneous the federation, the more vital is the 
role of the federal balancer.® 

A reliable federal equilibrium cannot be always institutionally 
contrived and guaranteed in situations here contemplated. The 
central authority can hardly induce the integration from which 
it is to result, and be a sufficiently powerful and detached 
balancer to contain possible bids for supremacy in the crucial 
period of consolidation. It could not be reinforced by the mul- 
tiple equilibrium which it had failed to promote. A remedy is 
not easy to devise. A federation among equal members with 
identical interests is a utopia contrary to the very purpose of 
federalism to reconcile diversity in a larger community. A 
greater number of member states might help by supplying more 
elements for an internal equilibrium. Or, the latter might be 
supplemented from outside. This might reduce the need for 
internal safeguards to a point where they would not fatally 
impede federalization. An external balancer may not be always 
necessary and should be in any case temporary. In many situ- 
ations, however, it might be the missing component of a success- 
ful federalizing process. Such an external balancer might be a 


16 See in particular chapters vi-ix, also for the discussion of the danger of military 
and economic contests between the states in the absence of federal union. The 
“‘balancer”’ is discussed in Friedrich, Foreign Policy in the Making, pp. 126-7 and 
134-5. On the federal judiciary see Friedrich: Constitutional Government and 
Democracy, p. 194, Wheare, op. cit., p. 66, and Etudes sur le fédéralisme, Vol. 1, pp. 
191 ff. Federalism and economic relations are dealt with ibid., Vol. III, pp. 127, 
154. 
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Great. Power, a larger association like NATO, or the world 
organization itself, encouraging and guaranteeing the federation 
by the use of resources in the several spheres. 


THE FEDERAL BALANCER 


First about the Great Powers. Their attitude to federation 
tends to be determined by its effect on their own position and 
interests. They favor the federation of remote smaller states 
which promises to create a situation of strength against another 
Great Power. They discourage the federation of adjacent states 
if it would mean less influence for them and possible manipula- 
tion by another nuclear or outside Power. They will consider 
joining a federation only if this preserves or improves their 
standing in the order of regional or world power. Bismarck did 
not work to submerge Prussia, and Briand France, in a larger 
whole. Both France and Prussia favored at one time or another 
federation for Germany. France supported a loose one as an 
alternative to a unitary state. Prussia enforced a tight one as an 
alternative to multiplicity of independent states. After the 
dissolution of the Austro-Hungarian Empire, the Western Pow- 
ers have encouraged a closer association of the smaller states of 
Central Europe which would reinforce the eastern wing of the 
continental equilibrium. Italy, Germany and Soviet Russia in 
succession used their local power to frustrate the same for iden- 
tical reasons. Great Britain never supported European combi- 
nations which she could not control. The same applies to the 
United States with respect to Latin America. But the two 
Anglo-Saxon Powers did act on occasion as balancers toward 
the federation of other communities. 

For Great Britain to be a pro-federal balancer is but a special 
manifestation of her traditional role. She held the balance in 
Europe for the safety of the Empire. Within the Empire, she 
has held the balance between groups and interests, sometimes 
toward federation. Apart from Australia, the Union of South 
Africa and other less spectacular cases, the best illustration is 
Canada. There, Great Britain tipped the unequal balance be- 
tween what Lord Durham called ‘‘the two nations warring with- 
in the bosom of a single State” toward federation by the British 
North America Act of 1867, and guaranteed the resulting con- 
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stitutional equilibrium The major means were three. The right 
of appeal to the independent and impartial Judicial Committee 
of the Privy Council; constitutional amendment by an Act of 
Parliament at Westminster alone; and the ‘“‘benevolent neutra- 
lizing influence of a distant ‘crown’.’’” In addition to institu- 
tional safeguards, the unwritten guarantee of the British Navy 
provided for military security, and free trade under the aegis of 
the London Exchange for the economic side of the equilibrium. 
The ‘“‘two nations’’ passed from “‘war’’ to a fairly sociable co- 
existence preserving cherished diversities under a central gov- 
ernment with expanding powers. In the long run, federation 
strengthened Canada with regard to the mother country as well 
as the exceptionally tolerant Colossus in the South. The federal 
balancer relaxed or abandoned gradually its temporary func- 
tions. Elsewhere, now especially in Africa, the imperial arbiter 
must reconcile differences between the indigenous and the local 
white populations. Only within a structure of mutual security 
can a pragmatic adjustment of conflicting rights and interests 
take place. The promotion of federalism among lesser communi- 
ties need not injure the enlightened self-interest of the imperial 
Power, and may implement the idea of trust and self-govern- 
ment in an integrative rather than divisive fashion. 

Also the United States has come to encourage federation as 
part of a larger scheme. For some time now, the United States 
has been promoting intermittently a flexible equilibrium in 
opposition to the two extremes of violent upheaval and would- 
be monolithic rigidity characteristic of the totalitarian systems. 
Its superior resources and national ethos cast this country for 
the role of an equilibrator in an unstable world." The perform- 
ance of this role by a liberal Power is, in the absence of effective 
world organization, the next best safeguard against chaos or 
conquest. Like international organization itself, it is predi- 
cated on international interdependence rather than nationalistic 


1 Cf. Friedrich, Constitutional Government and Democracy, 1946 ed., p. 208 for 
the quoted phrase. The ‘“‘distant ‘crown’” is seen, in a more general sense, as 
possibly the condition of combining successfully federalism with the parliamentary 
form of government. See also The British Empire, A Report on its Structure and 
Problems by a Study Group of Members of the Royal Institute of International 
Affairs, Oxford University Press, 1937, pp. 19 ff. and 202, and Wheare, op. cit., 
pp. 60-1, 230 ff. 

18 T have discussed this question more extensively in ‘The Multiple Equilibrium 
and the American National Interest in International Organization’, Harvard 
Studies in International Affairs, February 1954, pp. 35-50. 
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isolation or imperialistic expansion. The ideal objective is the 
international counterpart of constitutionalism under a restrain- 
ing multiple equilibrium. Neither the balance of power nor 
the juridical imperatives of collective security are in them- 
selves adequate means to this end. In the balance of power, 
the United States was a weight or a balancer, according to 
one’s definition of these terms and one’s reading of history.” 
Its attitude oscillated even more with regard to collective 
security. But the United States has been without any doubt 
centrally involved in the major issues of recent years, in 
which often conflicting requirements, values and objectives 
had to be reconciled into an approximate multiple equilib- 
rium. This has applied to the pragmatic implementation of 
collective security in Korea and its regional substitute in 
the form of NATO, to the colonial question and the under- 
developed areas as much as to the secular and the new problems 
of Europe. Always, the requirements of the military-political 
balance are conditioned by those of institutional, socio-eco- 
nomic, psychological and ideological equilibrium, domestic, in- 
ter-national and inter-cultural. Immersed in this complex inter- 
action, the United States must try as best it can to transcend 
and manipulate it so as to ensure the survival and expansion of 
freedom in the world. With varying certainty of purpose and 
success, this country has used economic and military aid and 
international institutions as the tangible means toward a multi- 
ple equilibrium, itself but a means to the higher goal. Direct 
aid must now yield to more cooperative and imaginative ap- 
proaches balancing the military with other material and ideal 
needs. The conduct of foreign policy through the institutional 
checks and balances of a U.N. has provided a convenient link 
between American constitutional tradition and international 
politics. The multilateral method within institutions internally 
at equilibrium is apt to maximize the effectiveness of a leading 
Power which desires to avoid outright compulsion and satellit- 
ism without abdicating the privileges of status and the advan- 
tages of traditional diplomacy. But the price of success is some 
consistency, self-restraint, and adjustment of national policies 


1” For different viewpoints see Alfred Vagts, ‘“The United States and the Bal- 
ance of Power’’, The Journal of Politics, November 1941, pp. 448 and passim, and 
Tannenbaum, op. cit., and “The American Tradition in Foreign Relations”, 
Foreign Affairs, October 1951, pp. 31-50. 
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to the legitimate interests of others. This is the essence of 
constitutionalism, international as well as domestic. 

Thus, if Great Britain was identified with the balance of 
power and inter-war France with collective security, the United 
States must make the best of a multiple equilibrium situation. 
The loose conventions of the balance of power suited to per- 
fection British national empiricism and conventional domestic 
politics. Free hand was the political next of kin of free trade. 
The larger equilibrium of the Pax Britannica was due to unique 
spontaneities more than to deliberate coordination. When these 
broke down, Great Britain made only half-hearted moves to- 
ward fundamental international reconstruction. As for France, 
her juridical, institutional and, in international relations, pri- 
marily military-political orientation was mirrored in the cham- 
pionship of a correspondingly conceived collective security. 
Among the fragments of the earlier policies scattered by two 
wars, the United States has been groping toward what may yet 
be their confusion, pragmatic combination, or a kind of Hege- 
lian synthesis. At first in the U.N. and later NATO, this coun- 
try has relied on a collective security newly conceived in terms 
of multiple equilibrium integration sustained by an institution- 
alized balance of power. Some of its responses to socio-economic 
problems could be seen as an international extension of the New 
Deal, its advocacy of trade liberalization as that of American 
free enterprise. External and internal stresses have recently 
overshadowed the social by the military-political approach and 
jeopardized a judicious use of international organization. But 
the trend and the need are stronger than the shifting currents 
of moods and politics. Most of the features of American per- 
formance as equilibrator reappear in the special case of federal- 
ism. 

This country’s role as pro-federal equilibrator is most spec- 
tacular in Western Europe. Federative integration has been 
encouraged and explicitly or implicitly guaranteed as part of the 
free world’s collective security against the threat of Soviet pre- 
ponderance, used to “intimidate and coerce smaller nations.” 
Again, this country’s federative approach to international pol- 
itics is rooted in its historical experience as much as in present- 
day expediency. Familiarity with the advantages of a federative 
response to interdependence has recommended the same course 
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as the desire for a unified Western Europe to help sustain 
NATO and the expanded global balance. Rightly or wrongly, 
the United States has employed its political influence combined 
with economic and military aid to stimulate the federalizing 
process. To quote one instance among many, a recent Mutual 
Security Act stated in a characteristic linkage of the three 
spheres the belief of the Congress that it ‘‘should be so adminis- 
tered as to support concrete measures for political federation, 
military integration, and economic unification in Europe.”’® As 
for Great Britain, she was content to adjust rather than revise 
completely her traditional position with regard to the continent. 
She joined in the guarantee of the EDC, which was to imple- 
ment only more elaborately the idea of Locarno, but refused to 
join the federalizing process as the decisive impetus and possibly 
indispensable weight. On the continent, the Franco-German is- 
sue reflects most of the tendencies which favor or frustrate Eu- 
ropean integration. Distrust and fears, vested political and eco- 
nomic interests, but also a sense of interdependence and a yet 
timid European spirit contend over the ultimate direction of 
their cumulative impact. Intermingling concerns for security, 
equality or predominance through new organizational forms 
affect both countries. Alternately, factors in one or the other 
spheres are used to advance or retard the integrative process. 
France has been held back by preoccupation with her security, 
prestige, Great Power status, national army, and the relation- 
ships between integration and the colonial empire, between a 
European and the French Union. As long as Germany was not 
offset by British participation, France shied away from the 
“risk of hegemony, the risk of an internal disequilibrium” and 
of secession.2! Germany in her turn is uncertain whether the 
larger unity in the West is the best way of recovering national 
unity in the East. Her hopes are France’s fears. To add to the 

2” Cf. United States Status at Large, 82nd Congress, 2nd Session, 1952, Vol. 66, 
p. 141, quoted in E. C. Helmreich, ‘‘Western Europe: Sensitive Allies’, Current 
History, October 1953, p. 216. The stipulations of subsequent acts are yet more 
imperative. The preceding quote is from a statement by former Secretary of State 
Acheson, cited in Bundy, op. cit., p. 68 

21 Cf. Guy Mollet, ‘France and Europe”, Foreign Affairs, April 1954, p. 368. 
See also André Géraud (‘‘Pertinax’’), “Rise and Fall of the Anglo-French Entente”’, 
ibid., pp. 374-87, and M. J. Bonn, Whither Europe—Union or Partnership?, 
Cohen & West, Ltd., 1952, pp. 8, 128, 174 and passim. The best short discussion of 


the forces for and against European integration is in John Goormaghtigh, ‘‘Euro- 
pean Integration”, International Conciliation, February 1953, pp. 60-2. 
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ambiguities, the EDC was to contrive a new balance by means 
of partial fusion, and NATO was to reinforce or else replace the 
EDC. 

NATO might have enabled the EDC to integrate a military- 
political balance in Western Europe and thus improve the 
chances of ultimate federation. It provided, first, the presence 
of Anglo-American forces in Europe as a counterweight to So- 
viet and potential German preponderance; second, the EDC- 
NATO reciprocal commitments and integration; third and fi- 
nally, a measure of joint foreign policy determination. In the 
Tripartite Declaration, the United States, the United Kingdom 
and France agreed to consider as a threat to their security any 
threat to the EDC from “‘whatever quarter,”’ and to station in 
Europe forces ‘‘necessary and appropriate to contribute to the 
joint defense of the North Atlantic Area.’ Lest there be any 
doubt that the commitment covers possible defection by a 
rearmed Germany, the declaration was issued in connection 
with the signing of the EDC Treaty and of conventions aiming 
at virtual restoration of German sovereignty. The stated ob- 
jective was to “prevent the resurgence of former tensions and 
conflicts among the free nations of Europe and any future re- 
vival of aggressive nationalism.” Additional American and 
British pledges concerned equal duration of NATO and EDC, 
continued stay of the troops of the two Powers in Europe, and 
the coordination of British troops with those of the EDC. Mil- 
itary integration within the EDC and of EDC into NATO was 
designed to make any single nation unable to mount an in- 
dependent military operation. The EDC Treaty provides for 
much tighter military integration than that of NATO with 
carefully balanced national quotas and international command. 
The objective was described as “‘a common, supra-national, 
European, quasi-federal army.’’?* The non-autonomous EDC 
was to be further integrated into the NATO structure with re- 


22 Cf. the Tripartite Declaration made at the signing of the European Defense 
Community Treaty, in “‘Conventions on Relations with the Federal Republic of 
Germany etc.”, loc. cit., pp. 253-4. For the text of an agreement between Great 
Britain and the proposed European Defense Community on British cooperation 
with the latter see the New York Times, April 15, 1954, p. 4, and zbid., April 17, 
1954, p. 2, for President Eisenhower’s Message pledging maintenance of American 
troops in Europe, consultation and integration within and between NATO and 
EDC, and the indefinite duration of NATO. 

23 Kunz, “Treaty Establishing the European Defense Community’’, American 
Journal of International Law, April 1953, p. 277 
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spect to supreme command, training, strategy, and operations. 
Its supra-national executive organ, the Commissariat, was made 
dependent in many respects on NATO for over-all direction. 
Finally, pending a Political Community, the only available if 
inadequate agency for the coordination of foreign policies is 
the NATO Council. Thus, NATO itself was to serve as an 
institutionalized balancer among newly integrated Western Eu- 
ropean nations and add its organizational resources to those of 
the two guarantor Powers. A comparable adjustment is a pre- 
requisite of federalization confined to Western Europe or any 
other area where the necessary multiple equilibrium cannot be 
established from local resources. 

The fact that a community type arrangement for collective 
self-defense within the U.N. system might be instrumental in 
the European federalizing process through the EDC illustrates 
the interlocking of the different phases and types of integration 
within the unity of the integrative continuum. On the other 
hand, the actually tenuous connection between NATO and the 
U.N. shows the latter’s disequilibrium with respect to regional 
organizations unintegrated into the world body. According to 
some, the U.N. might become more effective and the global 
equilibrium more flexible if the competitive security systems of 
the West and the East were eventually decentralized. As of 
now, NATO's role vis-a-vis the U.N. is a disputed matter.*4 It 
is considered to be conducive or injurious to, complementary 
or competitive with, a viable U.N. The same ambivalence 
marks NATO’s relationship to EDC and Western European 
integration in general. Its impact on the global balance creates 
the security necessary for federative experiments, but, by re- 
ducing the threat from outside and providing a substitute, it 
lessens the drive to cohesion. NATO's capacity to reinforce or 

24 The legal aspects of NATO's relationship to the U.N. are differently appraised 
by Sir Eric Beckett, The North Atlantic Treaty, the Brussels Treaty and the Charter 
of the United Nations, London, 1950, and Hans Kelsen, ‘Is the North Atlantic 
Treaty a Regional Arrangement?”’, American Journal of International Law, Jan- 
uary 1951, pp. 162-6. Political and security aspects of the problem are discussed 
by Sir Gladwyn Jebb, “The Free World and the U.N.”, Foreign Affairs, April 
1953, pp. 382-391, and R. G. Mackay, ‘““NATO and U.N.”’, The Annals, July 1953, 
pp. 119-125, both favorable to NATO. In defense of the U.N. wrote Hamilton 


Fish Armstrong, “‘The World Is Round”, ae Ry wee January 1953, pp. 
175-199, and Byron Dexter, ‘Locarno Again”, 1bid., October 1953, pp. 34-47. 


The decentralization idea is suggested in Regional Arrangements for Security and 
the United Nations, Eighth Report and Papers Presented to the Commission. 
Commission to Study the Organization of Peace, New York, June 1953, pp. 34-S. 
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drain the vitality of the larger world body as much as of the 
smaller regional association points to it as the one viable focus 
of equilibrium available to the Western world at the present 
time. 

Thus, while necessary, NATO is no more perfect and suffh- 
cient as an agency of Western European federal integration 
than as an organization of the Atlantic Community. It is com- 
petitive as an alternative area of integration and inadequate as 
merely military-political balancer. As a security and commu- 
nity type organization, NATO includes Great Britain and the 
United States as actual weights rather than mere balancers. In 
the eyes of many, more integration within NATO would dis- 
pense with elaborate arrangements for NATO's aid toward more 
integration in Western Europe and affect equally all around. It 
would dispose of the feeling that the two English-speaking 
Powers are eager for the integration of others but reluctant to 
give up the least trace of their own sovereignty. As a balancer, 
NATO may not have been sufficiently distinct from the EDC 
in identity and detached in interests to ensure impartial and 
effective performance. Besides, the military-political balance 
is an essential part, but not the whole, of a multiple equilibrium. 
In its present shape, NATO could not materially promote equi- 
librium in either of the other spheres. On the whole, a larger 
area may be expected to provide more elements for a self-sus- 
taining equilibrium and to reconcile more easily local antago- 
nisms in a higher allegiance. A balance of loyalties to the old 
divisive and the new unifying symbols and values is the indis- 
pensable spiritual basis of genuine community and equilibrium 
in other spheres. This highlights the negative character of the 
role NATO was to fulfill with respect to EDC in the federalizing 
process. It is debatable to what extent such a process may de- 
pend even temporarily on an external agency without forfeiting 
the moral integrity of the community to be born. 


CONCLUSION 
Certain questions can now be stated more systematically. 
The first question concerns the optimum area for integration. 
The option may be between geographical and functional scope: 
the larger the area, the less intense the integration. But no 
general law is involved. Achievements like the Coal and Steel 
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Commynity seem to support the conclusion, certain failures 
discredit it. Global interdependence calls for ever wider areas 
of viable integration. Even a NATO must reach outside itself 
in peace or war. The insufficiency of Europe for balanced inte- 
gration is widely argued. In a transitional situation from the 
nation-state to something bigger, the pattern has been a see- 
saw movement between global and regional organization as 
political events clashed with the natural facts of interdepend- 
ence. The recurrent disequilibrium of the two world organiza- 
tions with respect to commitment and functional scope, and 
of the regional organizations with respect to geographic scope, 
propelled international organization from one type to another 
as each ran against its particular limitations. A theoretical and 
practical solution has been sought in differently circumscribed 
areas for different functional purposes on different levels of 
integration. The question is whether a pluralistic approach re- 
inforces or obstructs effective integration of the smaller and the 
most inclusive areas. NATO’s ambivalence in this respect has 
been described; similarly, an integrated ‘‘little Europe” might 
strengthen the Atlantic Community or weaken it by protec- 
tionist and neutralist policies. *5 

The related question concerns the best institutional arrange- 
ment. A by no means mutually exclusive alternative is between 
federative institutions set up by a single constituent act and 
piecemeal functional integration preserving national sovereign- 
ties at least de jure. Again, the test of fitness to establish a 
multiple equilibrium in different circumstances is decisive. The 
functionalist argument from organic growth has merits. But 
some institutional transfer of sovereignty will be necessary at a 
relatively early stage of functional integration. Nations will not 
disarm through functional interpenetration and specialization 
without reinsuring their security by corresponding political 
organization. The economic and the military cannot be sepa- 
rated from the political. Customs unions like the Benelux, 
leaving national sovereignty intact, have not been too success- 

25 See, for instance, Arnold J. Toynbee, “‘The Dwarfing of Europe”, in Civili- 
zation on Trial, Oxford University Press, 1948, pp. 122, 125, and M. A. Heilperin, 
“Little Europe’ or Atlantic Community?”, Fortune Magazine, December 1953, 
p. 236. Also cat cit., pp. 9, 12, 32, and Atlantic Alliance, pp. 69-71, 91, 132. 
Quincy Wright's ‘Western European Union”, in Regional Arrangements for Secu- 


rity and the United Nations, has on p. 82 a chart of the overlapping organizational 
pattern now in existence. 
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ful. The EDC project suggests the risks of military integration 
without complementary politica] union. Besides, functionalism 
caters to needs but fails to provide the unifying symbols of a 
larger community.” 

This raises the issue of the ideal sequence of integration in the 
different spheres. Military, as well as economic and political, 
integration could be assigned primacy. Switzerland experienced 
the impetus military integration can give to federative political 
institutions. The vital role of the army in the consolidation of 
the nation-states is indisputable. But military associations 
among nations are ephemeral unless cemented by additional 
ties. If it is difficult to regulate supra-nationally one sector of 
the economy, it is still more difficult to integrate only one 
sphere. The conception of the Coal and Steel Community and 
the Defense Community is strikingly similar. Both were sus- 
pended on the vision of a supra-national political authority. 
Neither of the three can be really successful without the other. 
The bases of security and welfare are intertwined in the idea of 
a shared political community.” 

Accordingly, the mechanism and structure of the integrative 
process consists of a chain-reacting evolution in the three 
spheres of the multiple equilibrium. In a balanced process more 
integration in one, say military, sphere will stimulate counter- 
vailing integration in the other spheres until the multiple equi- 
librium is reestablished on a higher level of over-all integration. 
If the equilibrium response fails to occur, integration in the lone, 
say economic, field will run grave risks of relapsing to the lower 
common level. The unifying thread of the process is an emerg- 
ing sense of community. The task of policy aiming at progres- 
sive integration is to adjust itself and the materials at its dis- 


2° The case for functionalism is best stated by David Mitrany, A Working 
Peace System, London, National Peace Council, 1946. International political 
authority is held to be neither practical nor essential (p. 45). Argument for a 
“real transfer of sovereignty”’ is made by R. Vernon, ‘‘The Schuman Plan: Sov- 
ereign Powers of the European Coal and Steel Community’’, American Journal of 
International Law, April 1953, op. cit., pp. 189 ff. 

27 For statements by European statesmen concerning the priority of economic 
or political integration see Heilperin, op. cit., p. 238. For emphasis on the ramifi- 
cations of military integration cf. Atlantic Alliance, p. 100. The Swiss example is 
based on William E. Rappard, Collective Security in Swiss pe es 1291-1948, 
George Allen & Unwin, Ltd., 1948, pp. 77-8, 143-150. See also Vernon, op. cit., 


pp. 194-5, Mollet, op. cit., and New York Times, September 21, 1953, p. 13, and 
September 24, 1953, p. 9; for the interdependence of integration in the various 
spheres. 
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posal to the pattern of the integrative process. This is essential 
because the theoretically distinguishable interaction of the three 
spheres can be easily diverted from its integrative potential by 
contingencies implicit in national and group policies and inter- 
ests. 

Within the multiple equilibrium character of integration, an 
important requirement is that institutions be at equilibrium 
with respect to the several criteria. The institutional frame- 
work constitutes only one but a coactive factor in the process. 
This suggests the limited but legitimate place of law and organ- 
ization in a realistic theory and policy. A realistic statement 
of a political problem, which entirely discards formal insti- 
tutional categories, has no natural limits in theory and tempts 
practical policies to cross the line between empiricism and 
drift. Neither may one, however, fall prey to formalism and 
ignore the power and community relationships within an insti- 
tutional arrangement. They can maximize or minimize the 
effective scope of an institution at least as much as the latter 
can constructively regulate or frustrate their own dynamics. 
NATO illustrates the interaction. A primitive institutional 
framework at equilibrium in most respects within its limited 
scope has shown considerable potential for organic growth in 
actual operation. In rather favorable circumstances, the growth 
has been due to a flexible reciprocal adjustment between the 
institutional framework and the community needs and power 
interests which it subserves. 

The last major conclusion concerns the interlocking unity of 
the integrative process. The latter takes place along a contin- 
uum comprising both international, supra-national, and federal 
organization. The functionalist and the federalist approaches 
are not mutually exclusive. Neither need federation exclude 
continued membership of member communities in international 
organization.* In a satisfactory combination, component com- 
munities may enjoy the advantages of intimate supra-national 
integration without the loss of compatible advantages of inter- 
national status in agencies with larger scope and a potential 
for inter-regional coordination. The unity of the integrative 
process might be demonstrated yet more patently. Ideally, not 
only a highly integrated Great Power or a loosely integrated 


28 On the relationship see Etudes sur le fédéralisme, Vol. 11, pp. 131 ff. and 161 ff. 
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regional organization, but the world organization itself might 
act, where needed, as the balancer-guarantor facilitating closer 
regional integration. The global agency would then be func- 
tionally integrated with a regionalized integrative process. This 
might facilitate the attainment of a multiple equilibrium and 
mitigate the overlaps and insufficiencies of merely regional 
organization. Such a pattern cannot be at present the immedi- 
ate object of policy. But a theoretical exposition to be useful 
as a guide to policy must make explicit, without seeking to im- 
pose, all its implications. The multiple equilibrium analysis 
does not prejudge the concrete form or scope of international 
organization. Its more modest pretension is to articulate the 
interrelation of factors to be taken into account and adjusted 
in any such type and scope. 





PART II 
PLANNING PROBLEMS 





PUBLIC OWNERSHIP AND THE BRITISH 
MINEWORKER 


Alan Keith Campbell 


COAL INDUSTRY NATIONALIZED 


O* January 1, 1947, a new flag flew over every coal colliery 
in Great Britain. It was the flag of the National Coal 
Board, and at every pit a printed announcement stated: ‘‘This 
mine is now managed by the National Coal Board on behalf 
of the people.” 

On the same day, at a public ceremony in London, Mr. 
Emmanuel Shinwell, Minister of Fuel and Power, officially 
charged the National Coal Board with responsibility for man- 
agement of the nation’s coal mines. Thus a generation-long 
struggle by the miners and the Labour Party for public owner- 
ship was successfully concluded, and, as Mr. Shinwell observed, 
a long chapter in the history of the coal industry ended and a 
new one opened. 

At the end of World War II there was general agreement that 
the coal industry would have to be reorganized. Only Prime 
Minister Churchill’s refusal to deviate from the Coalition’s 
guiding principle—‘‘Everything for the war whether contro- 
versial or not, and nothing controversial that is not bona fide 
needed for the war’”—prevented a serious political dispute over 
reorganization in the middle of the war, at a time when produc- 
tion had fallen and industrial relations, never good, had deteri- 
orated alarmingly. To stem the crisis, Churchill did agree that 
government control would continue following the war until the 
future of the industry was determined by Parliament. 

Labour’s victory in 1945 made nationalization of the industry 
a certainty. The champions of public ownership sincerely be- 
lieved that nationalization was the cure for all the ills from 
which the coal industry had so long suffered. Of these ills none 
was more serious than the attitude of the workers. For genera- 
tions the industry had been the battleground of the bitterest 
and even the bloodiest struggles between labor and manage- 
ment. In mining all of the most abusive aspects of the industrial 
revolution were further compounded by a singularly unenlight- 

1 House of Commons Debate, 13 October 1943, Col. 924-932. 
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ened management and by the very nature of the occupation. 
In addition, the miner in Britain had always been regarded by 
the rest of society as the lowest of the working class; indeed he 
was often considered not quite human and hence was actually 
feared.? 

Thus the miner felt that he was fighting not only the coal 
owners, but all of society, and as a result he developed a loyalty 
to and unity with his fellow miners which surpasses that of 
any other trade and which became his chief armament. Into 
this battle management brought a full array of strike-breaking 
weapons: importation of labor, eviction from company-owned 
houses, use of the military to break up meetings, and suspension 
of credit at local stores. Miners have long memories, and every 
grievance and bloody incident was passed on to subsequent 
generations. To this day these incidents contribute to the per- 
secution complex which seems to infect all miners. 

Against this early background of discord and violence a 
national organization of mineworkers took shape, and in 1888 
the Miners Federation of Great Britain was formed. Growing 
gradually in power, the union attained great strength by World 
War I and during the war period obtained many concessions 
from the government-controlled coal industry. It emerged from 
the war firmly established and full of fight. At its 1919 con- 
vention it passed a resolution demanding advances in wages, 
reduction in hours, and nationalization of the mines, and prom- 
ising strike action if the demands were not granted. This 
threat caused the Government to appoint a Royal Commission 
to investigate the industry. Whether the Government was 
committed to carry out the recommendations of the Commis- 
sion is a moot point to all except the miners, who were and are 
convinced that the Government was so committed and that its 
failure to do so was additional evidence that governments are 
no more to be trusted than owners. 

The failure of the Government to impose the recommenda- 
tions of the Royal Commission, which became known as the 
Sankey Commission, began a series of events which led ulti- 
mately to the General Strike of 1926. This strike is far and 
away the most important single event in the history of labor 


2 John R. Raynes, Coal and Its Conflicts: A Brief Record of Disputes between 
Capital and Labour, (London: 1928), passim. 
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relations in the coal industry and probably made nationalization 
of the industry inevitable. 

Instead of accepting Justice Sankey’s recommendations for 
state acquisition of coal royalties, acceptance of the principle 
of state ownership of the mines, and continuation of government 
control for three years,* the Coalition Government decided to 
decontrol the mines completely. During the control period 
wage increases had been uniform and nationwide. The miners 
wanted to continue this policy, but the owners announced that 
effective April 1, 1921, wages would be paid on a district basis 
and would be computed on trading results of a specific prior 
period. 

The miners refused to work until the owners agreed to a 
national wage system and to a pool of earnings whereby the 
wealthier districts would contribute to the wages of the poorer 
districts. The strike began on April 1, and for the first time in 
history the safety men were called out. A sympathy strike by 
the railwaymen and transport workers (the Triple Alliance) 
was also threatened. 

After much negotiating and maneuvering on both sides, 
during which the Triple Alliance had a falling out and the other 
two unions called off their sympathy strike, a provisional agree- 
ment was reached on June 27. This agreement established 
national and district wage boards. Wages were to be a per- 
centage of basic district rates, as they had been before the war, 
with the percentage being periodically adjusted by districts 
according to the proceeds of the industry. This percentage was 
to be fixed so as to absorb eighty-three per cent of surplus 
proceeds of the industry. 

It is quite possible that this agreement and a similar one 
negotiated in 1924 would have been successful in maintaining 
good labor relations if the coal industry had been able to main- 
tain the prosperous position it had just before and immediately 
following the war. The industry, however, rapidly lost ground, 
and by the first quarter of 1925 the wages in all districts except 
one were at the minimum, unemployment was high, and the 
loss per ton exceeded one shilling two pence. Negotiations for 
a new agreement in 1924 had failed, as did government media- 


* Cmd. 210, Coal Industry Commission, Second State Reports, Report by Mr. 
Justice Sankey, C.B.E. 
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tion, and the Government appointed a Court of Inquiry “to 
inquire into the causes and circumstances of the dispute.’’ The 
miners refused to cooperate with the Inquiry, but it went 
ahead anyway and issued a report. 


Their conclusions, in brief, were that they agreed with the owners 
that the financial condition of the industry was very serious, and 
that they agreed with the miners that the latter, nevertheless, could 
not be expected to accept less than a reasonable minimum standard 
of remuneration. They pointed out that in the result there existed u 
gap between what they called the economic level of wages, on one 
hand, and the social level, on the other. . . .4 


To prevent an immediate strike, the Government offered 
subvention to bridge what the Court of Inquiry called the gap 
between the economic and social wage. Simultaneously, a 
Royal Commission (the Samuel Commission) was to make an- 
other thorough inquiry into the industry. 

The British coal industry’s inability to pay its way in this 
postwar period was the product of several factors. Of first 
importance was the loss of export markets. It was also argued 
that British coal prices were too high® and that lower prices 
would come only from increasing the efficiency of the mines, 
which required increasing the size of the mining units and 
adopting modern mining methods. 

Because of the inefficiency of the industry the British miner 
found himself gradually losing ground to his fellow workers. 
The value of the miner’s yearly output, taking 1909-1913 
prices as an index, dropped from 125 pounds in 1913 to 106 
pounds in 1925. As The Samuel Commission said, “‘. . . seven 
men are endeavoring to live in mining off the same total output 
as six had before the war, and are claiming to live as well.’”® 


‘Secretary of Mines, Annual Report 1925, (London: 1926), 8-9. 

5 The relative price level between Great Britain and her customers was blamed 
by some as the cause of the problem. John Maynard Keynes was among those 
who believed this. He said, ‘‘The policy of improving the foreign exchange value 
of sterling up to its prewar value in gold from beging about ten per cent below it, 
means that, whenever we sell anything abroad, either the foreign buyer has to pay 
ten per cent more in his money or we have to accept ten per cent less in our 
money . . . our troubles are not due either to world-wide depression or to reduced 
consumption at home. It is a question of relative prices here and abroad. The 
prices of our products in the international] market are too high.”” The Eccnomic 
Consequences of Mr. Churchill, (London: 1925) p. 6. 

® Cmd. 2600. Repcrt of the Royal Commission on the Coal Industry (1925) (Lon- 
don: 1926), 130. Hereinafter cited as Samuel Report. 
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Add these intractable problems of the industry to the attitude 
of the miners and the scene is set for the General Strike. The 
men insisted that the coal problem must be solved without any 
sacrifice on their part in either wages or hours. Management 
insisted that a cure lay only in increased hours or decreased 
wages. 

The Samuel Commission recommended that the system of 
ascertaining wages under the agreements of 1921 and 1924 was 
sound and should be continued, and that the level of wages 
would have to be lowered. The wages of the lowest paid men 
should, however, be protected by a subsistence allowance.’ 

Neither side of the dispute expressed a willingness to accede 
to the Commission’s report. The owners insisted on longer 
hours, with minimum wages to be set by the districts, and 
offered a qualified acceptance of the Commission’s reorganiza- 
tion proposals. The miners demanded a national agreement 
with a uniform national minimum and refused to consider any 
reduction in wages. Neither side would compromise. On Mon- 
day, May 3, the strike was on and practically all organized 
labor joined in the walkout. That night in the House of Com- 
mons Winston Churchill demanded unconditional surrender. 

A split between the Trade Union Congress leadership and the 
Miners’ leaders resulted in all workers, except the miners, 
returning to work on May 11. The miners stayed out until 
late fall, when destitution forced them back to the pits on the 
owner’s terms.*® 

Coal was again being hewed, but there was no return to 
normalcy in the coal fields. In their own minds the miners felt 
they had been wronged. P. J. Cook, their National Secretary, 
said, ‘‘We deny that we have been responsible for the position 
of the industry. . . if we are not responsible, why should we 
be called upon to suffer for someone else’s sins ?”’® 

For the next fourteen years there was significantly little 


7 Samuel Report, 232-237. 

® The best description of the events of the General Strike is D. H. Robertson’s, 
“A Narrative of the General Strike of 1926"—The Economic Journal, Vol. XXXVI, 
No. 143, September 1926, 325. See also: General Council, Trades Union Congress: 
Report of a Special Conference of Executive Committees of Affiliated Unions held on 
April 29 to May 1, 1926 (Labor) and Mining Dispute National Strike—Report o; 
the General Council to the Conference cf Executives of Affiliated Unions, 25 June 1926. 

® General Council, Trade Union Congress, The Mining Situation: (London: 
1926) 18, Report of a Special Conference of Executive Committee of Affiliated 
Unions, held April 30 and May 1, 1926, in London. 
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change in the industry. The problems the industry had had 
prior to the 1926 stoppage continued to trouble it despite a few 
futile legislative attempts to solve them. The Union remained 
weak until the mid-thirties, when it was able to garner a small 
wage increase. Unemployment existed for the entire period, 
and the economic position of the miner in relation to his fellow 
workers in other industries steadily declined. Before World 
War I the mineworker was one of the highest paid of industrial 
workers. In 1938 he stood eighty-first on a list of some ninety- 
six industries. The mineworker was acutely conscious of his 
position in the nation’s working force and quietly resented it, 
waiting for the day when he could strike back, and he entered 
World War II with a “chip on his shoulder.’’ The Government 
made serious efforts to remove this chip, but without notable 
success. In 1942 serious labor troubles prompted the Govern- 
ment to try to improve the situation by granting a large wage 
increase and by establishing national negotiating machinery. 

The national negotiating machinery centralized conciliation 
activities in the industry and made it necessary for the MFGB 
to change its character from a federal to a more unitary organ- 
ization. Matching this change was a change in name to the 
National Union of Mineworkers (NUM). 

The improvement in wages, which placed miners among the 
highest paid industrial workers in Britain, did not result in an 
increase in output per man-shift. Nor did it have any effect on 
absenteeism, which steadily increased during the war from 6.4 
per cent in 1938 to 16.3 per cent in 1945, and industrial disputes 
remained as prevalent as during the prewar period. 

In fact, the basic attitudes of the miner were still with him: 
his inherited distrust of all officialdom, private and public, 
based on his memory of labor troubles; unemployment and low 
wages in the past; his dislike of his own work,” his sense of 
solidarity with his fellows against the rest of the nation. 

Against this background of bitter labor relations the great 
experiment in public ownership began, and one of the primary 


10 A survey conducted in Scotland among miners in 1946 “found that of the 
miners questioned two-thirds had entered the industry because there had been no 
alternative; sixty-one per cent of them said they would change their occupation if 
they had an opportunity. Of miners who were fathers, forty-seven per cent said 
they would prefer their sons to take up ‘any occupation but mining.’ ” Quoted in 
Court, W.H.B., Coal (London, 1951) 324-325, 





THE BRITISH MINEWORKER 123 


purposes of the change in ownership was to change the attitude 
of the workers and thereby remove strife from the industry, 
increase production, and raise the standards of the workers. 
Minister of Fuel and Power Shinwell, in moving the second 
reading of the Nationalisation Act, declared, ‘‘One of the prin- 
cipal reasons for nationalising this industry is the prospect that 
State ownership provides for improving the conditions under 
which the mineworkers have laboured, and for raising their 
general status.’’"? Labor, too, had high hopes, which were ex- 
pressed by a delegate at an NUM convention. “All frustration 
and bitterness must be swept away. It is our responsibility to 
do something better. We have expressed ourselves in luminous 
terms on nationalisation of the pits, and in co-partnership there 
is a responsibility which must be definitely faced up to.’’!* 


A PUBLIC CORPORATION CHOSEN TO MANAGE 
THE COAL INDUSTRY 

The organization given the task of bringing a new spirit to 
the British coal industry to replace the antagonisms of the past 
was the National Coal Board, which is a public corporation. 
“In form the public corporation is an adaption of the large 
joint stock company to public enterprise,’’’* and its basic prin- 
ciples are managerial freedom, political and financial disinter- 
estedness on the part of management, non-civil service person- 
nel, and self-contained finance. 

The choice of the public corporation by the Labour Govern- 
ment for its nationalization experiments was the result of 


11 House of Commons Debate, 22 January 1946, Col. 712. 

12 National Union of Mineworkers, Annual Report 1946, 81. 

13 Lincoln Gordon, The Public Corporaticn in Great Pritain, (New York, 1938) 
323. This same opinion is expressed by E. M. Gladden in his, An Introduction to 
Public Administration, (London: 1949), when he says, ‘‘Rapid developments are 
taking place in the constitutions and functions of the public corporation, and it is 
this reason as much as any that makes it difficult to define its shape and general 
objects. The best way perhaps to place it tentatively is to imagine the whole 
field of activity as a triangle, one side of which is private enterprise and the other 
two central and local government, respectively; then the public corporation will 
be placed somewhere in the triangle, at varying distances from the three sides 
according to the degree in which it partakes of the character of one or other of 
these fields of activity. . . . But underlying the whole trend was the obvious need 
for the State more closely to control services of a commercial nature, for which the 
joint stock type of organization has proved the best so far available. It was a 
logical proposition that this type of organization should be modified to public 
purposes, and thus the public corporation began to emerge.”’ p. 120. See also 
William A. Robson, “The Public Corporation in Britain Today,” Harvard Law 
Review, Vol. 63, No. 8, June 1950, 1332. 
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years of debate within and without the Labour Party. Early 
schemes of public ownership proposed by the labor movement 
usually envisioned a department of state operating the industry 
with labor union leaders exercising considerable, if not complete, 
power over the department." 

While the labor movement during the twenties and thirties 
was debating what organizational form public ownership should 
take, Conservative Governments through nationalization of 
port facilities, broadcasting, and the distribution of electricity 
were developing the public corporation concept. 

Labor did not resist the general concept of independence 
from political control but the non-interest representation board, 
thought necessary for managerial freedom, was considered a 
betrayal of all labor had been fighting for. The trade unions 
did not want syndicalism, but they had always thought that 
public ownership would mean some form of workers’ control. 
The debate over labor representation continued through the 
1930’s, with resolutions demanding workers’ representation be- 
ing argued bitterly. Nevertheless, as the labor movement pre- 
pared plans immediately before and during the war period for 
the nationalization of specific industries, workers’ control was 
not included, although occasionally the statutory right of a 
union representative on the governing board was granted. 

Thus, when the Labour Government assumed power in 1945 
there was no question about the organizational form which the 
management of the coal industry was to assume. The bill to 
nationalize coal introduced on December 21, 1945, established 
the National Coal Board, a public corporation, with a nine-man 
managing board appointed by the Minister of Fuel and Power 
from among persons qualified by virtue of experience in and 
capacity for industrial, commercial or financial matters, applied 
science, administration, and the organization of workers. 

Other provisions of the Act also made clear the complete 
acceptance by the new Government of the public corporation. 
The day-to-day operations of the industry were placed securely 
in the hands of the Board with the Minister having powers 
only of general direction.'® 


14 See for example, Nationalization of Coal Mines and Minerals Bills (Bill 244) 
3 and 4, George V, 1913. 

15 Separation of day-to-day operations from general policy is, of course, not as 
easy in practice as in theory. There is in addition a certain inconsistency in the 
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The freedom given the Board also extended to its own inter- 
nal organization, and using this freedom the Board began by 
creating an administrative structure which followed the recom- 
mendations of the Reid Report."* The new planning units—to 
be known as “‘Areas’’—would be the main units of management 
and therefore had to be of a size capable of supervision by their 
officials.” With this as a guide the Board established forty- 
eight areas, each with a capital of about eight million pounds 
and an annual turnover of about ten million pounds. 

The area management was divided into departments which 
duplicated those established at the National Board’s head- 
quarters: Production, Labour Relations, Man-power and Wel- 
fare, Marketing, Finance, Science, and Administration. Those 
in charge of these departments formed an area committee. 


The senior member of this committee was the chief production 
official. ® 


public corporation concept. One of the reasons for the choice of the public corpora- 
tion as opposed to department of state is to free it from political interference. On 
the other hand, one purpose of nationalization is to make an industry responsive 
to the wishes of the electorate. How to reconcile these contradictory pulls remains 
an unsolved problem. For example, one of the chief ways the electorate has of 
enforcing its will is through the question period in the House of Commons. 
Through this device pressure can be brought on the Minister to interfere in the 
operation of the industry. This problem involves the degree of control which 
Parliament through the Minister should attempt to exercise over public corpora- 
tions and, related, the degree of their competence to exercise pod control. This 
issue has been debated and discussed in the House of Commons and in all the 
literature on the subject of public corporation. See: Gordon, Robson, and Mor- 
rison, op. cit., and the publication of the Acton Society Trust under the editorship 
of Gordon Rattray Taylor, The Powers of the Minister and Accountability to 
Parliament, 1951. There have been three important debates in the House of 
Commons on the public control of nationalized industry in general: March 3, 
1948, (488 H.C. Debate); December 17, 1948, (459 H.C. Debate); and October 
25, 1950, (478 H.C. Debate). See also: “Mr. Morrison’s Views on Public Account- 
ability,” Public Administration, Vol. XXVIII, Autumn, 1950, 176-178. 

1% Cmd. 6610. Coal Mining Report of the Technical Advisory Committee, 
(London: 1944). This report is the most comprehensive study of British coal 
mining ever made and serves as a blueprint for reorganizing the coal industry. 
The Chairman, Sir Charles Reid, a successful mining engineer and coal owner, was 
appointed to the first Coal Board. He resigned from the Board in 1948, declaring 
that the organization of the Board was an obstacle to efficient management. He 
also severely criticised labor, claiming insufficient effort was being put forth by the 
men in the pits. 

17 National Coal Board, Annual Report 1946, 3-4. 

18 “By the end of 1947 the National Coal Board, after conferring with Divi- 
sional Boards, decided to introduce a change. . . . The new post of Area General 
Manager was to carry full responsibility for area management in all its aspects, 
and consequently the Area General Manager would now answer to the Divisional 
Board as a whole. The production activities of the area would be in charge of a 
newly appointed Production Manager—on the Area General Manager's staff.”’ 
National Coal Board, Annual Report 1947, 110. 
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Having created the Areas the Board felt direction of these 
from Central Headquarters would tend to cause overcentral- 
ization and therefore placed Divisional Boards between the 
National Coal Board and the Areas. Eight such divisions were 
created and each corresponds roughly to a rather definite geo- 
graphical area possessing certain common characteristics in 
history, tradition, and technical conditions. The departments 
of the Divisional Boards duplicate those of the Areas and the 
National Board. 

Below this three-tier hierarchy is the actual operating unit, 
the colliery. In charge of each colliery is a manager. “The 
Colliery Manager occupies, in relation to a colliery, a position 
somewhat similar to that of a captain of a ship. He is respon- 
sible for the effective operation of the mine, and the safety of 
hundreds, perhaps thousands, of men depends upon his skill 
and judgment. His personality and ability to handle men can 
make all the difference between an efficient, contented pit and 
one in which disputes and grievances are constantly recur- 
ring.”"* The Manager has on his staff engineers, surveyors, 
training officers, and safety officers: in the line of command 
below him are one or more Under Managers, and Overmen who 
are underground officials assigned to specific underground areas. 

Existing alongside this structure is the organization of the 
employees in the coal industry, the National Union of Mine- 
workers. That there should be many points of contact and 
possible friction between these giants is as obvious as it is 
important. The Bill as originally presented to Parliament made 
no provision for formal relations between these bodies. This 
fact was brought to the attention of the Minister and not with- 
out avail, for the Executive Committee of the NUM was able 
to report to its members that, ‘On questions of consultative 
machinery for those employed in the industry, the Minister 
moved an amendment to the Bill during the Committee stage, 
which provided for (i) the establishment of comprehensive 
machinery for dealing with all matters arising as to conditions 
of employment, and (ii) joint discussions of mutual interests to 
the Board and its employees.”’™” 


19H, Townshend-Rose, The British Coal Industry, National Coal Board Series, 
(London: 1951) 64. 

20 National Union of Mineworkers, Annual Report 1946, 180. This amendment 
became Section 46 of the Act. 
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The Board started negotiations with the NUM to carry out 
this provision within one week after their appointment, and a 
conciliation scheme was embodied in an agreement December 
5, 1946. By that agreement there was established a National 
Conciliation Board, which consisted of a Joint National Nego- 
tiating Committee and a National Reference Tribunal. The 
Negotiating Committee is composed of the full membership of 
the National Board with three members constituting a quorum, 
while the Union side consists of not more than fourteen mem- 
bers designated by the Union, also with three making a quorum. 
The National Reference Tribunal consists of those persons 
appointed by the Master of the Rolls (or, if he shall be unable 
to act, by a Lord Justice of Appeal appointed by him) after 
consultation with the Board and the Union. When the Nego- 
tiating Committee is unable to agree, the dispute is referred to 
the Reference Tribunal and its decision is final. 

Similar conciliation machinery was established at the Divi- 
sional and Pit levels to deal with questions applying only to 
these levels. 

Since many disputes are local in character, the pit scheme is 
of especial importance. If a dispute cannot be settled on the 
spot by agreement among those directly involved, the matter 
must be taken up with the Pit Manager or his appointed 
representative within three days. If it is not settled by this 
meeting, the matter is reported to his union by the worker or 
workers involved. The union officials then decide whether it is 
worthy of further discussion. Assuming it is and informal dis- 
cussion with the manager does not produce a settlement, the 
union official then writes to the Manager requesting a meeting. 


This brings into operation the “pit meeting’’ which must be held 
within five days of the request being made. At this meeting area 
officials of the Union and area or divisional officials of the National 
Coal Board may be present. Agreed copies of minutes are given 
to both sides. If the dispute is still not settled within fourteen 
days after the pit committee meeting, it must then be referred 
to the joint secretaries of the District Conciliation Board, who 
must refer it immediately to a joint disputes committee espe- 
cially set up under the Pit Conciliation Scheme to deal with pit 
disputes. Memberships and rules of procedure of these disputes 
committees are determined by the District Conciliation Boards and 
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vary in each district . . . If the Disputes Committee cannot agree 
on a matter put before them, then it is referred to an umpire selected 
from a panel appointed by the District Conciliation Board .. . 
This is the last stage in the Pit Scheme . . . Both the Board and 
the NUM have agreed to accept any settlement reached at any stage 
in the scheme. If, therefore, everyone concerned keeps to the rules 
laid down, there should never be any need for a strike.*' 


These three conciliation schemes—National, District, and 
Pit—constitute the method of arriving at decisions concerning 
terms and conditions of employment, while consultation is 
done by another group of joint committees which also spans the 
range of both the Coal Board’s and the Union’s organizations. 
The statute provides that consultation is to be concerned not 
only with the health, welfare, and safety of the workers, but, 
in addition, any phase of the industry’s operations. Underlying 
the scheme for consultation lies the belief that workers can make 
a contribution to management. The National Coal Board said 
in this respect: 


Consultation is at once a means of tapping the knowledge and ex- 
perience of the industry’s employees, and of fostering a spirit of 
cooperation between management and men. It mobilises the col- 
lective common sense of everyone and provides a means by which it 
can be put to good use. Men work better . . . when they fully 
understand the point of what they are doing. By consulting to- 
gether, they also learn to trust one another—and therefore to work 
together in an atmosphere of mutual respect, good fellowship, and 
pride in a job well done.*? 


The administrative devices created to accomplish these laud- 
able aims have at their apex the National Consultative Council. 
This Council has twenty-seven members. Of these, nine are 
appointed by the NUM;; nine by the National Association of 
Colliery Managers; three by the National Association of Col- 
liery Overmen, Deputies and Shotfirers; and six by the National 
Coal Board. The Council may discuss anything except wages 
or terms of employment. Councils similar in composition to 
this National Council were later established at the Area and 
Divisional headquarters. 

At the pit level there is also provision for consultation, and 


*1 National Coal Board, Annual Repert 1947, 16-17. 
22 Annual Report 1947, 24. 
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it is generally felt that successful consultation at this point in 
the organization would accomplish more than any other factor 
in producing a successful coal industry. The model constitu- 
tion lists in some detail possible subjects for consideration at 
this level: 


(i) the accident and sickness trends at the colliery and measures 
for reducing them. 

(ii) the colliery welfare arrangements, including the proper provi- 
sion of meals, washing accommodations, sanitation, cycle sheds, 
safety appliances, first-aid equipment, protective clothing and 
footwear, possible schemes to provide a common service for 
laundering, boot repairs, etc. 

(iii) the training and educational activities associated with the 
colliery. 

(iv) the technical efficiency of the colliery, for which purpose the 
Committee shall be required to examine weekly output per- 
formances in relation to the colliery target and initiate effective 
measures to improve production in close cooperation with the 
work people and the Local Trade Union Lodge. 

(v) the development of arrangements designed to secure the active 
support of the Committee’s activities by the workmen and the 
Trade Union Lodge. 

(vi) the scrutiny of current and future development plans of the 
colliery and of reports prepared by the manager on mining 
supplies, e.g. shortages, equipment lost and salvaged. 

(vii) any other appropriate matters referred to the Committee by 
the Area Consultative Council.** 


The manager of the colliery serves as chairman of the com- 
mittee, and other members are: three members appointed by 
the manager, two of whom must be underground officials; the 
Board’s mining agent, the area agent of the NUM, the colliery 
Lodge Secretary of the Union as ex officio members; one Deputy 
elected by secret ballot; and six other members also elected by 
secret ballot—two representing face workers and the other four 
representing underground haulage workers, contract workers 
(not employed at the face), surface workers, and tradesmen, 
respectively.*4 

23 Thid., 33. 

24 These elected members of the pit consultative committee could, when the 
scheme was first established, be nominated by anyone working in the pit so long as 


he was a Union member. This, however, did not last. The NUM soon discovered 
that these men were a threat to the regular union leadership at the mine. “At 
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These consultative committees are all advisory, and thus the 
proposition that the public corporation must be free of interest 
representation in management is maintained. 

Another organization which is a part of, and yet separate 
from, the National Coal Board is the National Miners’ Welfare 
Joint Council. Before nationalization, a Miner’s Welfare Com- 
mission existed, which had been established in 1920 to admin- 
ister funds gained by a levy of one pence per ton paid by 
colliery owners and one shilling for every pound of royalties 
paid to the owners of minerals.2> These funds were used by the 
Commission for the welfare of the workers in the industry— 
provision of pit head baths, canteens, recreation schemes, com- 
munity centers, educational and cultural activities, rehabilita- 
tion centers, convalescent homes, and hospital schemes. This 
Council with similar responsibilities and additional funds has 
been continued under the auspices of the National Coal Board. 

The operation of the coal organization is today in the hands 
of this total administrative structure. At first glance it may 
appear somewhat cumbersome, and there are many who argue 
that it is, but, after seven years of operation and several 
investigations by management experts it remains fairly intact. 
One new division has been added and several areas have been 
changed; part-time directors have been used to strengthen the 
Board; and at the area level it was found necessary to appoint 
a general manager who was not also the production chief of the 
area. Aside from these rather minor changes, the organization 
remains almost as it was originally conceived. 
some collieries—particularly where reorganization schemes would mean that men 
would be thrown out of work or transferred to other pits—the mineworkers’ rep- 
resentatives on Colliery Committees have opposed the Union's lead. The record 
of one Committee shows how its work was stultified and the mineworkers dis- 

couraged because their recommendations were rejected by the local union branch.” 
(National Coal Board, Annual Report 1948, 51.) As a consequence, candidates 
may now be put forward for election only by the local branch of the NUM, which 
is requested to nominate at least two men for each vacancy, The National Coal 
Board made this change with great reluctance, since it eliminated their one con- 
tact with their employees as employees rather than union representatives. 

25 The one pence per ton was levied by the Mining Industry Act of 1920, and 
the one shilling per pound on royalties was levied in 1927. An act of 1934 reduced 
the output levy to a half-penny a ton. This was restored to one penny in 1939, 
The Welfare Commission replaced the Welfare Committee in the 1939 Act, but 
in both cases the members were nominated by the Board of Trade. The 1939 act 
added representatives of royalty owners to representatives of colliery owners and 
mineworkers who had constituted the original committee. Independent members 


were also continued on the Commission. From 1920 to 1946 the levies netted the 
Welfare Fund about twenty-six million pounds. 
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The test of the pudding, however, is in the eating, and one 
way to judge the organization is to examine what it has accom- 
plished in relation to the purposes for which it was designed. In 
fact, there is probably no other way of testing an organization 
despite the many principles of administration (many of them 
contradictory) which are often espoused by management ex- 
perts. 


WORKERS’ CONDITIONS IMPROVED 


One of the most important tasks assigned to this organization 
was the improvement of labor conditions, not only in the belief 
that such improvement was good in itself, but also in the hope 
that it would create a new attitude in the industry and further 
the efficient production of coal. The Coal Board said, 


the human material of an industry is more than its chief asset: it is 
the industry itself. It must be given opportunities for free and full 
development. Any organisation must deal honestly with its work 
people if it is to prosper, but a nationalised industry, existing only to 
serve public ends, must set an example in the way it treats its em- 
ployees, enlarges their opportunities and encourages their efforts.” 


Hardly necessary to add, the Union, too, expected that 
nationalization would mark a new era for its members and 
assured the National Coal Board of its cooperation. As a dem- 
onstration of their good will, the NUM agreed to aid the Board 
in a recruiting campaign for new workers. To this ostensible 
end the Union published ‘The Miners’ Charter,” which they 
claimed if adopted would attract men to the industry. The 
document proved, however, to be more than recruiting propa- 
ganda. It actually represented the concessions the Union de- 
manded of the new management. The demands included: train- 
ing and educational opportunities for youth combined with a 
new promotion scheme, new safety laws, compensation for the 
injured high enough to prevent any loss of income due to the 
injury, wage rates never lower than in any other British indus- 
try, restoration of the seven-hour day and a five-day week 
without loss of pay, guaranteed weekly wage, payment for two 
consecutive weeks’ holiday and six statutory holidays in each 
year, pensions for retired mineworkers, building of new towns 


* National Coal Board, Annual Report 1947, 14. 
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and villages to break down segregation of the miner from the 
rest of the community, reorganization of health and welfare 
service, compulsory medical examinations combined with re- 
training for those who have to leave the industry for med- 
ical reasons, and the modernization and reorganization of the 
industry on the lines of the Reid Report, combined with the 
general application of the day wage system. Although not 
mentioned in this Charter, the NUM also demanded that 
the working miner be given a greater role to play in the manage- 
ment of the industry.” 

If the sole task of the Coal Board was to satisfy the workers’ 
demands they could have granted these concessions immedi- 
ately, and if the leaders of the Union were to be believed, this 
would solve the industry’s labor problems. The Board, how- 
ever, also had to produce coal at a reasonable cost, and later 
results also demonstrated that the Union leaders may not al- 
ways understand the grievances of their followers. 

Despite the expense, however, the Coal Board since national- 
ization has gone far to meet the demands expressed in the 
Miners’ Charter. Some of these concessions, to be sure, came 
only after considerable pressure from the Union, and others 
were granted to avoid threatened emergencies in coal produc- 
tion. 

One of the first concessions won was the five-day week, for 
which negotiations were begun before the Coal Board had been 
appointed. The country needed coal badly and an early intro- 
duction of the five-day week might mean loss of output and 
higher costs. On the other hand, “‘To decide in favour of early 
introduction would be a gesture which might do much to im- 
prove the spirit of the industry and give an impetus to effort. 
To decide against it might revive fears and suspicion and lead 
to unrest in the coal fields.’”’* The Union claimed that the 
five-day week would actually increase output because of the 
high absenteeism on Saturday and Monday, which they claimed 
was caused by the six-day week. 

The Board decided in favor of early introduction and set the 
day for its inception as May 4, 1947. The Union demanded 
that it should entail no loss of pay and that the length of the 


27 National Union of Mineworkers, Annual Report 1946, 71-72. 
% National Coal Board, Annual Report 1947, 11. 
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working day should remain seven and one-half hours plus ‘‘one 
winding time.’”’ The Board agreed to the hours provision, but 
insisted that the extra pay necessary to insure no !oss to the 
workers be in the form of a bonus. The extra day’s pay would 
go only to those men who worked the full five-day shift during 
the week. The Board also extracted a promise from the Union 
that the introduction of the five-day week would result in 
their cooperating in the reassessment of the tasks.” Agreement 
was reached without reference to arbitration, and on May 5, 
1947, the Union had accomplished one of the demands in its 
charter. 

Although the principle of the five-day week remains in force, 
and the bonus is still paid, many miners are still working a 
six-day week for at least part of the year because of coal 
shortage. 

The Miners’ Charter also demands that wages in the coal in- 
dustry “not be allowed to fall below those of any other British 
industry.”’ The coal miner had greatly improved his wage posi- 
tion in relation to other industries during the war. In 1946, with 
1924 = 100, the coal miner’s wages stood at 227. Average 
wages for all industries was 177, while for engineering fitters 
it was 179, for railways 148.5, and for cotton 169. Since 1946 
there has been an average increase of twenty shillings eight 
pence per manshift in earnings, and compared to other indus- 
tries the miners have fared well; although they have not consist- 
ently stayed ahead of other industries, they have always been 
near the top. 

The wage problem, however, is more complicated than just 
wage rates. Since wage rates before World War II were nego- 
tiated by districts rather than nationally, rates varied greatly 
from district to district. In addition, faceworkers are paid on a 
piece basis, making for many anomalies in the wages received 


2° The agreement states: ““The number of men required to perform given work 
within each shift or the work to be performed by a given number of men as the case 
may be shall be assessed by agreement between the management and men con- 
cerned or their appropriate representatives as the case may be on the basis of a 
fair day’s work by the men concerned and working throughout the full time below 
ground less agreed travelling and meal times. In case of difference between the 
men and management concerned, it shall be settled by reference to the pit con- 
ciliation machinery. The Union will not countenance any restriction of effort by 
workmen resulting in failure to perform the work so assessed." Schedule of the 
Five-Day Week Agreement. 
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and causing many disputes as to what rate should apply under 
the various conditions of coal getting. 

The NUM demanded in its Charter that the wage structure 
be revised and that piece work be abolished. There is no ques- 
tion that the present system is an extremely complicated one. 
The National Reference Tribunal complained in one of its 
decisions, ‘“‘A system which requires a calculation of basic rates 
with added percentage varying district by district, increases 
from time to time by percentage awards, flat rate additions and 
attendance bonuses, and within certain cases a limitation to a 
specified ceiling, is far too complicated for satisfactory work- 
ing.’’° 

Although all sides agree that the structure must be simplified, 
little progress has been made in the formulation of an over-all 
plan for this purpose. The Executive of the NUM has been 
directed several times by its annual conference to produce 
a plan, but little progress has resulted. In 1951 a joint commit- 
tee of union and coal board officials was assigned the job of 
achieving ‘‘a more rational wage structure with more uniformity 
in wages and emoluments for similar work and effort.’’ The 
immensity of the job is indicated by the discovery that there 
are about 6000 differently named jobs for daywagemen. The 
committee was able to reduce these to about 300 distinct jobs. 
As the Coal Board said, however, “It remained to be seen 
whether it would be possible to fit these into any structure of 
grade and day wages that would be acceptable to the Board 
and the Union.’’*! The difficulty of developing such a structure 
was well expressed by the National Secretary of the NUM in 
an answer he gave to a demand from the membership that 
the wage structure be simplified and made uniform: ‘‘We could 
get this uniformity in a very simple way and the Coal Board 
would not object. We could say, ‘What is the wages bill?’ Five 
million pounds per week. Put it in. Now let us resettle the 
wages—the same payment, job for job, in every district of the 
country. What would that mean? To give an increase to some, 
it must mean a reduction to others. We know human nature. 
We know that that could interfere with the unity and harmony 





30 National Coal Board, Memorandum of Agreements, etc., Part II, 334. 
1 National Coal Board, Annual Report 1952, 54. 
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of this organization, and we have not gone in for that simple 
solution to the problem.’’*? 

Since nationalization some progress toward uniformity out- 
side of any over-all plan has been made by making allowances 
in shift rates subject to “ceilings” so that workmen already 
getting their ceiling or more had no increases. Also, by raising 
weekly minimums the differences between district rates were 
reduced. By the end of 1951 slightly over half of surface 
workers and underground daywagemen were receiving the na- 
tional minimum or national standard rate. 

The need, however, for an overhaul of the wage structure 
remains. It is demonstrated by the amount of coal lost on 
account of disputes directly traceable to the complications of 
the wage structure: From the beginning of nationalization 
through 1951, approximately 60 per cent of the coal lost from 
disputes was due to the wage structure, and if the disputes 
which were indirectly caused by this factor were added, the 
figure would probably be closer to 75 per cent. No one reform 
in the coal industry could do more to reduce labor difficulties 
than a revised wage structure.** 

The Miners’ Charter also calls for two consecutive weeks’ 
vacation each year with pay. Early in 1947 the Board granted 
one week only, and in November 1948 the Union filed a formal 
demand with the National Coal Board for an additional week’s 
vacation with pay. The Board refused, and in 1949 the demand 
was referred to the National Reference Tribunal for arbitration. 
The Tribunal found against the Union, arguing that the award 
could not safely be make because of “*. . . the necessity for the 
industry to pay its way, and the economic effect of a rise in the 
price of coal.’’*4 


#2 National Union of Mineworkers, Annual Conference 1948, 85-86. 

33 In March, 1955 the N.U.M. signed an agreement with the N.C.B. which re- 
vised the wage structure for daywagemen. ‘The new classification establishes 13 
main grades for all daywagemen who make up over half the workers in the indus- 
try. A similar revision is planned for the pieceworkers in the near future. The 
wage structure apparently has been readily accepted by the workers since few 
disputes have accompanied its application. 

** National Coa! Board, Memorandum of Agreements, etc., Part IV, ist Janua 
to 31st December, 1949. In March 1955 the N.U.M. signed an agreement wit 
the N.C.B. which revised the wage structure for daywagemen. The new classi- 
fication establishes 13 main grades for all daywagemen who make up over half the 
workers in the industry. A similar revision is planned for the pieceworkers in the 
near future. The wage structure apparently has been readily accepted by the 
workers since few disputes have accompanied its application. 








136 ALAN KEITH CAMPBELL 


The Union continued to push for the extra week’s vacation. 
In 1951 the National Coal Board paid 2,000,000 pounds into 
the Miners’ Pension Fund “as an earnest of their intentions” 
to grant the two-week holiday. In 1952 only one week’s holi- 
day was granted, but two weeks’ holiday pay was given, and 
in 1953 the miners finally got two weeks. 

Another demand of the Charter is for “the payment of 
compensation rates to meet incapacity due to industrial injury 
or disease which shall guarantee the injured person from finan- 
cial loss, and the provision of an adequate income for the 
dependents of those killed as a result of injury or who die from 
an industrial injury.” 

This demand was partially fulfilled by the National Insurance 
(Industrial Injuries Act) of 1946, which covers all industrial 
workers. When this bill was debated in Parliament, it was 
argued by some of the mining M.P.’s that because of the 
dangerousness of miners’ work and the industrial diseases prev- 
alent in mining, mineworkers should receive more than the bill 
provided. The Government was not willing to make provision 
in the bill for this, but agreed, “. . . That if any body of 
employees and employers believed that greater benefits were 
justified in their industry, there could be a Supplementary 
Scheme, so long as no part of the cost fell on public funds.’’** 

The Union immediately requested the Coal Board to devise 
with them such a scheme. ‘‘For reasons of justice and reasons 
of business—the need for a contented labor force and the need 
to attract good people into the industry—the Board decided 
that, if the Minister approved, there should be a supplementary 
scheme.’’** Such a scheme was devised and laid before Parlia- 
ment in June and was approved by that body at the end of 
July.” 

The Scheme is a contributory one with the Board contribut- 
ing four pence a ton, which is approximately six-sevenths of the 
cost, and each worker contributing two to four pence a week. 
The Board in 1949 added another payment to widows of miners 
killed in mine accidents.** The funds for this scheme were 


85 National Coal Board, Annual Report 1948, 40. 

% Thid., 41. 

37 Statutory Instrument No. 1794, July 30, 1948, entitled The National Insur- 
ance (Industrial Injuries) (Colliery Workers’ Supplementary Scheme) Order, 
1948. 

% For a sample case of how much those coming under the plan receive, see 
Robert S. Edward, Dirty Coal, a Tribune Pamphlet, 1950. 
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provided by original contributions of 25,000 pounds each from 
the Union and the Board, and the principle of equal contrib- 
tions by each side is to be continued. 

Under these plans the Union has not gained their Charter 
demand that the men should suffer no financial loss because of 
injury or industrial disease; they have, however, received a 
good deal and fare better than most other industrial workers. 

There is no claim in the Charter nearer the heart of the 
average miner than the one for a pension on retirement. The 
miners sought it for 50 years and finally won it in 1950. The 
scheme worked out is a supplement to the national old-age 
pension paid all retired Britishers. Under the agreement the 
workman pays each week one shilling six pence (surface workers 
one shilling three pence) and the Board adds two shillings (one 
shilling eight pence for surface workers). Pensions are payable 
at sixty-five and supplement the national pension by ten shil- 
lings to thirty shillings a week, according to length of service 
and regularity of attendance at work. 

The Miners’ Charter also requested, “The adequate and 
careful training of youth in various phases of mining operations 
and the establishment of a clearly defined scheme of promotion; 
the provision of further training and tuition required in cases 
where workers desire to enter for a colliery technicians career.” 

The Coal Board has fulfilled this request by combining train- 
ing and promotion in a program which is known as the Leader 
Plan. The new entrant undergoes a sixteen-week preliminary 
training program divided equally between practical work at 
the colliery and classroom study covering the subjects of min- 
ing, arithmetic, English, civics, and physical training. When 
this preliminary course is completed, the recruit is assigned to 
a colliery where he must undergo further training before he is 
eligible to work at the face. This training may take place at a 
coal face set aside exclusively for training or at so-called ‘‘part- 
productive” faces, where the recruit is assigned to an older 
miner whose job it is to teach him the rudiments of coal face 
working. The minimum period of such training is forty days. 

Once this training is completed the recruit becomes a full- 
fledged miner and may begin his ascent up the promotion 
ladder to more responsible jobs. ‘Each year the industry needs 
a large number of men to qualify for posts requiring technical 
knowledge, skill, and experience—about 2,000 as tradesmen 
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(mostly mechanics and electricians), about 2,000 as deputies, 
and about 200 as higher grade colliery technicians, surveyors 
and undermanagers.”’* It was to secure these men that the 
Coal Board developed the Ladder Plan. 

Following his preliminary training, the young miner may set 
out on one of two courses: he may choose a program which 
will lead to a career as either a tradesman or an underofficial, 
or a program which will lead to the even more responsible 
positions of mechanical or electrical technician, surveyor, or 
undermanager. 

In addition to the above training and promotion programs, 
the Board offers college scholarships to qualified students for 
studies in the field of mining. The scholarships are offered to 
students leaving secondary schools, as well as to young men in 
the industry.” 

Before nationalization Britain was the only European coal- 
producing country which did not have a well-developed training 
program for miners. This backwardness is now being overcome. 
The success of the various plans cannot yet be judged because 
of the short time they have been in operation, although the 
inability of the Coal Board to find 100 worthy candidates each 
year for its scholarships is disappointing. 

The miner watches nothing more closely than the steps which 
the new administration of the coal industry is taking to guard 
his safety and health, since he is convinced that both were 
sacrificed in the past for the sake of profits. The Miners’ Charter 
echoes this concern, and the National Coal Board accepts the 
responsibility by stating that none of its obligations is more 
important than “. . . to provide for the safety and health of 
the persons whom they employ. The coal industry’s yearly 
bill for compensation to the victims of accidents and industrial 
diseases is about ten million pounds. This is only part of the 
whole cost in terms of money to the annual toll of human 
suffering.’’4? 

3 National Coal Board, Annual Report 1949, 77. 


“©The Board made one hundred scholarships available, but has selected each 
year the following numbers: 


From secondary schools Men in the industry 
1948 -— 14 1948 — 51 
1949 — 35 1949 — 58 
1950 -— 30 1950 — 49 
1951 — 25 1951 — 45 
1952 — 28 1952 - 55 


« National Coal Board, Annual Report 1947, 50. 
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To fulfill its duty the Coal Board has appointed a Chief 
Safety Officer at its National Headquarters with counterparts 
at Divisional and Area Headquarters. There are also safety 
officers at the large collieries and for each group of smaller 
collieries. 

The Board also carries out research in strata control, fluo- 
rescent lighting, dust suppression, roof control, and methods of 
testing mine airs and dusts. Although progress can be reported, 
accidents continue to occur. 

After a steady decline in deaths from 1947 to 1949, there was 
an increase in 1950 which was caused by two major accidents, 
one at Knockshinnoch Castle colliery, Ayrshire, and another at 
Creswell colliery in North Derbyshire; but the decline resumed 
in 1951, and the number of deaths in 1953 was the lowest in 
history. Compared to the United States the record is good. 
In 1948 there were 870 fatalities in the United States; for the 
same year in British mines there were 468. The difference is 
even more significant when it is realized that the United States 
has a mine labor force of 435,000, compared to Britain’s 
724,000.42 Despite the record, criticism of the safety record is 
still heard. It is claimed that machinery is often put into the 
pit without sufficient safeguards, and the disaster at Creswell 
is cited as an example. ** 

Health is also a special problem in the coal industry because 
miners are subject to a number of diseases peculiar to their 
trade. Pneumoconiosis is perhaps the worst. Caused by coal 
dust, it is most prevalent in South Wales but is spreading to 
other areas as a result of the introduction of machine mining. 
The line of attack which the Board is carrying out against this 
disease consists of: ‘‘Suppression of dust both at the coal face 
and elsewhere below ground; medical examination of recruits 
in South Wales; research into the causes of the disease, and the 
rehabilitation and the re-employment of miners who contracted 
it." 

Another industrial disease is nystagmus. This is a disease of 


42U.S. figures taken from Bituminous Coal Annual, Facts and Figures 1949, 
Bituminous Coal Institute, (Washington: 1949) 81-82; British Figures from 
National Coal Board, Annual Report 1948, 288-289. 

43 Helen Goss, ‘‘The Moral of Creswell,” The New Statesman and Nation, 
December 15, 1951, 679-700. 

“4 National Coal Board, Annual Report 1948, 29. 
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the eyes, causing eyeball oscillation, unsteadiness, photophobia, 
and night blindness. The cause of this disease remains uncer- 
tain. ‘‘Attempts have been made in the past to explain miners’ 
nystagmus as a psychological illness similar to ‘shell-shock’ and 
other hysterical disorders. In view of the eminent psychiatric 
opinion which supported it, this view of the illness has been 
widely accepted, but it does not rest on any conclusive evi- 
dence.’’* 

A recent study tends to refute this psychological explanation. 
“If it is true that nystagmics are neurotic or hysterical, some 
evidence of this might be found in their occupational or social 
life. Nearly everyone has some psychological differences, so 
the deciding factor must be whether nystagmics seem to differ 
from healthy miners in their mental make-up or adjustment.’ 
To discover if this were true, 50 nystagmics were compared to 
50 normal miners. No significant differences were found be- 
tween the groups, and the study concluded that, ‘“‘The primary 
cause of nystagmus is in the job and not in the man.” 

Good lighting seems to be the best preventive. The Coal 
Board is experimenting with fluorescent lighting, has introduced 
improved portable lights, and has initiated a general change 
from hand lamps to cap lights. No figures as to the incidence of 
this disease are available for later than 1948 when 1,000 men 
were certified as suffering from nystagmus. In 1943 it was 
2,000. This improvement is credited to the improved lighting. 

Other industrial diseases peculiar to coal mining are derma- 
titis and “‘the beats” (inflamation of the hand, knee, and elbow). 
Research is being conducted into these diseases now, and pre- 
ventive measures are being developed. 

Realizing that there is no better preventive measure for any 
disease than the general well-being of the men, the Board has 
set up a comprehensive health service throughout the industry. 
Heading the service is a Chief Medical Officer who has a coun- 
terpart at all Divisional Headquarters. Under the Divisional 
Doctor are doctors assigned to a group of collieries. 

To help the doctors it is planned to build medical centers at 
all pits. At each center a State Registered Nurse is to be 


« R. C. Browne, I. F. Beck, E. G. Saint, and R. I. McCallum, A Study of Coal- 
miners’ Nystagmus in Durham County, (Newcastle: 1949) 18. 

#® Tiid., 6. 

# Tbid., 18. 
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employed because, ‘Experience shows that men are more will- 
ing to attend for first-aid treatment of minor injuries when it is 
given by a qualified nurse. Thus, at Church Cresley colliery 
in South Derbyshire, the number of men attending the first-aid 
room in December 1946 was 114. During January the room was 
converted into a properly equipped medical center with a State 
Registered Nurse in control, and the next month 1,266 men 
attended.” By the end of 1953, 207 State Registered Nurses 
and 57 full-time doctors were employed, and 201 colliery med- 
ical centers had been completed. In 1947 there had been only 
7 doctors and 37 nurses. 

Perhaps the best guide to how good a job the Board is 
doing for the health of its workers is the fact that no resolutions 
criticising the Board for its activities or suggesting new lines 
have been presented at Annual Conferences of the National 
Union of Mineworkers since 1947 when the Conference called 
upon the Board to institute research into dermatitis and silico- 
sis. 

In addition to this health program, the Coal Board also 
devotes three pence for every ton of coal produced to improving 
the general welfare of the industry. The money is used to 
finance pithead baths, canteens, rehabilitation centers, and 
convalescent homes, as well as buildings, playing fields, and 
equipment for leisure-time activities. 

The greater share of the welfare funds goes to the building of 
pithead baths, a convenience much needed by mineworkers. 
By the end of 1953, such baths were available for 578,000 out 
of the approximate 700,000 miners in the Board’s employ. It 
is estimated that the pithead bath program will be completed 
by 1956. 

These various gains which the miners have won represent at 
least partial fulfillment of practically everything the Miners’ 
Charter demanded. Wages are as high or higher than those of 
any comparable industry, the five-day week exists at least in 
principle, two weeks’ holiday with pay was finally granted in 
1953, the pension and accident scheme is the best of any indus- 
try in Britain, health centers and pithead baths will soon be 
available to all, and the ambitious may climb as high in the 
industry as his ability will carry him. 

‘8 National Coal Board, Annual Report 1947, 55-66. 
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THE WORKERS’ RESPONSE 


Officially, the National Union of Mineworkers appreciates 
what has been done for their members. At their 1948 Annual 
Conference a resolution was passed which stated, ‘“This Con- 
ference places on record an appreciation of the progress made 
towards the fulfillment of the Miners’ Charter, and expresses 
the thanks of the membership to the Labour Government, the 
National Union of Mineworkers, and the National Coal Board, 
for the important improvements which have been effected in 
wages and conditions since January 1, 1947.” 

Although such official expressions of appreciation are wel- 
comed by the Coal Board, they do not necessarily reflect the 
views or actions of the men who hew the coal, and it is these 
men who must be satisfied if the concessions granted labor are 
to change the atmosphere in the coal fields and eventually lead 
to increased production. 

Attitudes are not easily measured, but probably one of the 
best indications of the effect of the concessions is the number of 
disputes and the amount of coal lost through such disputes. 
The conciliation scheme operative in the industry provides 
channels through which all disputes may be settled. If the 
procedure is followed, no strike should occur, since questions 
which cannot be decided by the two sides are referred to pit 
umpires, District Referees, or the National Reference Tribunal, 
depending on the nature of the dispute, and the decisions of 
these arbitrators are binding on both sides. 

Since 1949, 64,816 disputes have been settled by the con- 
ciliation machinery with over ninety per cent being settled at 
the pit level. For the first six years of nationalization (1947- 
1952) the Joint National Negotiating Committee held seventy- 
nine meetings, and the National Reference Tribunal was called 
upon nine times. At no time has there been a strike authorized 
by the leaders of the miners’ union, but there have been un- 
official stoppages and ‘‘go slow” working with losses in coal 
production as indicated in the table below. Never has as much 
as one per cent of total output been lost. 

The major cause of these strikes is the complicated wage 


4 National Union of Mineworkers, Annual Conference 1948, 192. 
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‘ TABLE 1 
Total Per Cent of 
Year (1,000 tons) Total Output 
1947 1,165 0.9 
1948 1,062 0.5 
1949 1,543 0.8 
1950 1,040 0.5 
1951 1,113 0.5 
1952 1,710 0.8 
1953 1,150 0.5 





structure, which makes it extremely difficult to apply national 
wage awards and to set the rates for pieceworkers. 

Disputes have also resulted from the Coal Board’s trying to 
get a quid pro quo for the grants they have made to the workers. 
An example is the five-day week agreement, of which one of the 
provisions was that men should cooperate in reassessment 
of tasks. The application of this agreement ran into snags 
throughout the industry, and at Grimethorpe colliery in the 
North Eastern division it produced a long strike. Since the 
Union and management at the pit level were unable to agree, 
the issue was referred to the Disputes Committee, which visited 
the pits and evolved a decrease in the number of fillers at four 
faces in the colliery. 

The men refused to accept this decision. Work stopped. Men 
in nearby collieries stopped work in sympathy. Appeals by 
union leaders, the Coal Board, and the Government were to 
no avail. Management finally gave in and the workers returned. 
The Board’s determination to get tasks reassessed met with 
much the same lack of success at many other collieries, and four 
years later, as a part of the wage agreement of 1951, the 
National Union of Mineworkers agreed to “call upon their 
branches to give full support to the reassessment of tasks 
pursuant to the five-day week agreement.” 

Other causes of specific strikes since nationalization have 
been: 1) protest against decisions to close a colliery; 2) conces- 
sionary coal; 3) sympathy with men dismissed; 4) refusal to 
accept alternative work when the man’s regular job was not 
available. 


% “The number of men required to perform given work within each shift or the 
work to be performed by a given number of men, as the case may be, shall be 
assessed by agreement between the management and the men concerned . . . on 
the basis of a fair day’s work. . .”’ Section II of the Agreement. 
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No stiike, however, has been authorized by the Union leader- 
ship, which normally exerts all its efforts to get the men who do 
go out back to work. Will Lawther, President of the NUM, 
said in 1949, “. . . it is not playing the game to give expression 
of approval to the great achievement of your Labour Govern- 
ment and then to stop the pit on some paltry, trivial matter, 
when the greatest good you can do for yourselves and your 
fellows is to have the matter put right by ordinary negotiations 
and consultations.’’*! 

Another indication of the worker’s reaction to the benefits 
he has received is the amount of voluntary absenteeism in the 
industry. No problem of the industry has attracted more at- 
tention, and there is no sorer point in the mining community. 
Just to mention absenteeism often causes an indignant retort 
by the working miner, who insists that the public simply 
doesn’t understand the nature of mining. As the table below 
shows, however, absenteeism has increased significantly from 
prewar rates: 








TABLE 2 

Year All Workers Faceworkers 
1938 64% (not available) 
1946 15.95 19.32% 
1947 12.43 15.05 
1948 11.55 14.13 
1949 12.34 14.94 
1950 11.96 14.51 

1951 12.15 14.75 
1952 12.03 14.75 
1953 11.66 14.19 





Source: National Coal Board, Annual Reports and Statistical Digest from 1938, 
Cmd. 6538, 8. 

Many reasons are offered to explain absenteeism. It is said, 
for example, that the miner has no desire to raise his standard 
of living. As a result, when his pay goes up he selects leisure 
as opposed to working. This is a perfect example of the econ- 
omist’s backward sloping supply curve of labor. It is claimed 
there is a psychology in the coal fields of mot ‘‘getting ahead of 
the Joneses.’’ An example of this psychology was vividly pre- 
sented to the writer by a young union leader at the pit level, 
who confided that he had saved enough money to buy a car 


51 National Union of Mineworkers, Information Bulletin, August 1949, 74. 
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but that he could not possibly do so because of the antagonism 
it would create against him. 

It is also claimed that the mineworker is not accustomed to 
working full time. During the inter-war years there was much 
short-time working in the collieries, and the miner became 
accustomed to this pattern. 

The pay-as-you-earn tax plan may contribute to absenteeism. 
One mineworker explained, ““When I work three shifts, I get 
six pounds gross and five pounds ten shillings net, and this is 
enough to cover all my expenses, since full board and food in the 
canteen costs me no more than two pounds. When I do four 
shifts, I get eight pounds gross, but only six pounds twelve 
shillings net; that is, I earn for the fourth shift twenty-two 
shillings, which is eighteen shillings below the rate for the first 
three shifts. When I work a fifth shift, I get paid for two shifts 
more (because of the five-day work agreement)—that is, I make 
twelve pounds gross, but only eight pounds sixteen shillings 
net. When I need extra money for clothes or when I am out on 
racing, I work five shifts but never four.’’>? 

Believing that absenteeism was restricted to a rather small 
number of men, the Coal Board decided in 1949 to follow a 
“get tough” policy and started dismissing men for persistent 
absenteeism. In that year, 9,500 miners were dismissed for 
reasons other than closure of pits and reconstruction and con- 
centration schemes. The chief reasons for dismissal were per- 
sistent absenteeism and industrial misconduct. 

The Board has also tried to get the cooperation of the Union 
in reducing absenteeism. With the cooperation of the Minister 
of Fuel and Power, a Joint Attendance Committee made up of 
management and labor was established at all collieries to inter- 
view absentees and was given the power to fine and dismiss 
persistent offenders. Although the national leaders of the Union 
accepted the program, local officials in most instances refused. 
As a result, the Coal Board gave the power which by the plan 
was to rest with the committee to the manager. The NUM 
accepted this by saying, ““The Union’s representatives, realiz- 


52 Zweig, F., Men in the Pits (London: 1948), 62. In their first budget, the 
Conservative Government has tried to overcome this disincentive by altering the 
tax rates. It has had no noticeable effect on absenteeism. 

53 House of Commons Debates, written answer to question, Vol. 473, Col. 15. 
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ing the rights and responsibilities of management, and having 
satisfied themselves that it was not the intention of the Board 
to deal unduly harshly other than in the worst cases, accepted 
this position.’’*4 

None of these efforts, however, has reduced absenteeism, and 
its persistence serves as a good indication of the refusal of at 
least a substantial proportion of the mineworkers to change 
their habits simply because the industry is publicly owned. 

The success of the Coal Board in creating a new spirit in the 
industry can also be measured by its ability to hold the men 
already in the industry and to attract new men. Although the 
total manpower picture of the industry was not good in the 
late forties, by 1952 it had considerably improved chiefly be- 
cause of a trade recession in that year. The nature of the man- 
power problem, however, was well illustrated in 1953 when 
business conditions improved generally and men who had en- 
tered the industry in 1952 left. The manpower problems today 
are centered chiefly in those areas which are highly industrial- 
ized and thus possess attractive alternative employment. Ap- 
parently coal mining has not been made sufficiently attractive 
to hold its labor force when other employment is easily ob- 
tained. A Joint Manpower Committee of labor and manage- 
ment made a study in 1950 of why men leave the industry. 
They found that wages were not a determining factor. The 
reasons given for leaving were: dislike of the nature of the work; 
dissatisfaction with promotion prospects; housing difficulties, 
or dislike of living in hostels; and other personal and family 
reasons. 

As a result of the study, the Board insisted that the Govern- 
ment make greater allowances for more housing in mining areas, 
and in 1952 the Government authorized a special housing pro- 
gram to be financed by the National Coal Board. By the end 
of 1953, 5,500 houses had been completed and 12,200 more 
were under construction. The Board also improved the hostels, 
ordered that new recruits be given a better reception when 
they arrived at the colliery, and suggested that great care be 
taken in the hiring of training officers. A program was also set 
up to interview those intending to leave the industry, not to 


54 Report of the National Executive Committee, NUM, Annual Conference 
1944, 235. 
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induce them to stay but to discover why they were leaving. 
Many men, at being asked why they were leaving, were so 
surprised at the interest shown they decided to stay. 

Despite these and other efforts to hold men in the industry, 
wastage remains high, especially in those areas where manpower 
is most needed. In the long run, the vast amount of mechaniza- 
tion which is taking place in the mines may solve the manpower 
problem, but the outlook in the short run is not bright. At the 
end of 1953 there were eleven areas seriously short of manpower, 
and these areas ended the year with 2,000 fewer men than they 
had begun it with. During the year manpower requirements 
had risen 11,500. Some of these areas are among the most pro- 
ductive in the country. 

Another measure of the miners’ response to public ownership 
is output. Although this is primarily dependent on mechaniza- 
tion and the conditions of the coal seams, it is also in part a 
result of the efforts of the men, particularly the face workers. 
From 1947 through 1951 there was a steady but small increase 
in output per manshift, but since then it has leveled off to 
about 3.15 tons at the face and 1.20 over-all. 

There are those who argue that if the men responded more 
enthusiastically to the efforts made in their behalf, output 
would be much higher. Sir Charles Reid, at the time of his 
resignation from the National Coal Board, argued that had the 
men put forth proper effort, coal production could have been 
increased by thirty million tons a year. Reid and others have 
been particularly disappointed with the reaction of the miners 
to the mechanization and reorganization of the industry, which 
is essential if the industry is to get back on its feet. 

These concrete measures of the Board’s success in creating a 
new spirit in the industry are not conclusive one way or the 
other, but a trip through the coal fields soon convinces one that 
the chip has been only partially removed from the mineworker’s 
shoulder. 

The men give expression to much disappointment at the 
results of nationalization. Although they readily acknowledge 
all that has been done for them and express their appreciation, 
they remain basically dissatisfied. Knowing that such dis- 
satisfaction must be expressed in concrete terms, they search 


ee 
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for specific things to criticize. Often these criticisms are merely 
echoes of what they have read in the press. 

The miner will often lash out at those who urge him to work 
harder to aid Great Britain overcome her postwar economic 
crisis. He has heard of economic crises before and is distrustful. 
One miner said, ‘‘The more I hear of economic crisis, the more 
I am convinced that the wheel will again be turned against us, 
and that conditions in the mine will get worse. This improve- 
ment may last for only a short time—a short respite in the 
age-long struggle for betterment.’’®5 

The miner is often critical of his own leaders, and when his 
union’s president says “‘. . . all further improvements have to 
be paid for by increased productivity,’ the miner feels this is 
management not trade-union talk. 

The National Coal Board also comes in for considerable 
criticism, which became so prevalent that in 1949 the National 
Executive of the NUM had to accept a resolution calling for 
an investigation.” 

In the debate which preceded the passage of this resolution, 
most of the criticisms heard in the coal fields against the Coal 
Board were reiterated: too many officials, inefficient planning, 
the Coal Board organization is the owners’ organization with a 
new name, part-time members of the Board are a waste of 
money, some of the officials of the Board are well-known anti- 
trade unionists, and the Coal Board talks just like the old own- 
ers about cutting costs.** These are general complaints; specific 
complaints are few. When the NUM sent a questionnaire to 
its members asking for specific complaints, only 30 per cent of 
the areas in the Union replied, and the replies were made up 
of the same type of general complaint which is cited above, 
producing a feeling of real frustration at top management and 


55 Quoted in Zweig, op. cit., 12. 

86 National Union of Mineworkers, Annual Conference 1949, 20. 

57 The resolution said, ‘‘This conference of the National Union of Mineworkers 
considers the time is opportune for a full enquiry into the working of nationalisa- 
tion of the Coal Mining Industry and instructs the National Executive Committee 
to institute a full investigation of the composition and administrative structure of 
the Board at all levels, in order to ascertain whether it is working efficiently and 
economically and what improvements, if any, can be made. In this connection, 
the National Executive Committee shall arrange for the establishment of a com- 
mittee which shall completely investigate, inter-alia, an average area in one of the 
Divisions and to continue investigation within the area until every aspect of the 
administration has been thoroughly and completely examined.” 

88 National Union of Mineworkers, Annual Conference 1949, 150-171. 
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union levels. The general criticism they know of and would 
like to correct, but they find it difficult to put their finger on 
what they can do. 

The reasons for the miner’s disappointment probably lie in 
the history of the industry. The miner has struggled for many 
years to improve his lot, and when improvements come he 
thinks of them chiefly as his proper due. The Government 
learned this fact the hard way during World War II when 
miners’ wages and conditions were improved in the hope of 
increased production. The miners felt, however, not “That 
some new benefit was being conferred upon them for which 
perhaps payment in kind was required, but that a wrong that 
had gone unremedied for years was at last being put right.’’® 

The miner also suffers from an inferiority complex which 
makes him particularly sensitive to outside criticism. Nobody 
is resented more in the coal field than the outsider who suggests 
improvements for the coal mining industry. Such suggestions 
are treated with real suspicion. ‘The miner still believes that 
both the public and management are against him, and he has 
the ‘nobody likes me’ feeling.” 

In addition to this historical distrust, public ownership itself 
created problems of adaption which the miner, very much a 
creature of habit because of the nature of his work, has found it 
difficult to overcome. Not only has the management changed; 
but the industry has, since the war, undergone much mechani- 
zation and technical reorganization; pits have been closed; new 
personnel in the way of training, health, and welfare officers 
have been introduced; foreign workers have been brought into 
some pits; and public transport has made going to the city 
easier. The miner’s life is changing and he is resisting the 
changes, holding on to his old ways when the conditions demand 
new ones. This is not a new phenomenon in human relations. 
The studies of management-worker relations which the Harvard 
Business School has done indicate that ‘‘Many times manage- 
ment makes certain changes based upon logical and economic 
considerations and thus finds that the new relationships which 
were also effected by the change create new and difficult prob- 
lems.’’6! 

© W.H. B. Court, . oal, (London: 1951) 329. 


© Zweig, op. cit., 
aF,j. bo Gicberser, Managemeni and Morale, (Cambridge: 1950) 55. 
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The new human relationships created by the changes which 
have been made in the coal industry have produced a sense of 
insecurity in the miner. The old unity of pit and community 
has been broken down. The local union has lost much of its 
autonomy. Mechanization has eliminated the old father-son 
teams, and the size of face teams has increased so much that the 
old sense of comradeship is breaking down. ‘‘Deprived of tra- 
ditional opportunities for teamwork, they (the miners) will 
team up in resistance—to outsiders, to innovations, to mechani- 
zation—or in hostility, in the form of strikes.’’®? 

To solve this problem is not easy. 


The top of the organization is trying to communicate with the bot- 
tom in terms of its logical jargon and cold discriminations of the 
technical specialist, the engineer, the accountant, etc. The bottom 
of the organization, in turn, is trying to communicate with the top 
through its own peculiar language of social sentiments and feelings. 
Neither side understands the other very well. To the bottom the 
precise language of efficiency, instead of transmitting understanding, 
sometimes conveys feelings of dismay and insecurity. The bottom, 
in turn, instead of transmitting successfully its fear of social dis- 
location, conveys to the top emotional expressions of petty griev- 
ances and excessive demands." 


Consultation was the administrative device created to ac- 
complish the needed communication between workers and man- 
agement. Most vital is consultation at the pit level, where 
management comes in direct contact with the working miner. 
The record of consultation at this level is spotty. There are 
examples where the consultative committee has worked well 
and produced good results—good results in that the men and 
management really tried to understand each other’s point of 
view, and from such understanding comes a “happy pit.”’ 

In many cases, however, consultative meetings are only 
bargaining sessions. Each side tries to get all it can by giving 
as little as possible. Neither manager nor men are able to 
realize that consultation and conciliation are not the same 
things. 

At other collieries consultation committees provide little 

62 British Institute of Management, Maintaining Flexibility of Communications 


and Cortrol in the Changing Circumstances of an Old Industry, manuscript copy, 81. 
6 Roethlisberger, op. cit., 63. 
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more than grievance machinery. At one colliery consultative 
meeting attended by the writer, the manager obviously thought 
of the meeting as a place where men came to air their grievances. 
When the men walked in for the meeting, the manager asked, 
“Well, boys, what’s on your minds?”’ The men made a number 
of complaints about working conditions underground, about 
the pithead baths, and about the roadway leading to the col- 
liery. After each grievance the manager would either explain 
why he couldn’t do anything about it, which was seldom 
actually the case, or he turned to the appropriate under-official 
and told him to correct the fault. 

The manager in this case was very proud of his committee 
and thought a good job was being done. In one way it was. 
The men were obviously pleased to have their grievances 
treated sympathetically. What neither side understood was 
that consultation is meant to be a way for the manager to 
obtain advice before making decisions, to explain decisions 
which he has taken or is about to take in the working of the 
colliery. The type of subjects which should be discussed is 
indicated by taking from the record the subjects discussed at 
one pit meeting: 


Proposals for colliery mass meetings at which manager should dis- 
cuss and explain colliery reorganization plans. 

Discussion of output targets, O.M.S. and absenteeism. 

Consideration of effects of local football matches. 

Suggestion by worker representatives that Committee should write 
to club concerned, asking for matches to be arranged on nights 
when pit was not working. 

Report from surface worker representative that earlier action over 
habitual surface worker absenteeism had been effective. 

Suggestions from haulage representative for improved system of 
haulage. Request that manager should consider it. 


Discussions of the type which an agenda like this will produce 
are what is needed to remove much of the workers’ frustration 
and insecurity. He can feel as a result that he is a part of man- 
agement and that his opinions count for something. Happy 
pits are pits with good consultation. 

It takes time, however, to learn consultation. This applies 
to both management and men. If the manager considers it 
merely a gesture he must make because he has been ordered to 








152 ALAN KEITH CAMPBELL 


do so from above, or because he feels that he can through this 
device make the men feel they are participating when they 
really are not, the committee will fail. Such attitudes are 
easily detected by the men. The men must also desire to under- 
stand and to cooperate. They must not consider it merely a 
bargaining session or a part of the grievance machinery. They 
must also realize their role is advisory and not managerial. 

Left-wing socialists insist that consultation is a fraud, if the 
manager is given final decision-making power. They want the 
committee to manage the pit. Good consultative committees, 
however, have discovered that there is a good deal in the claim 
that the “law of the situation’”’ once understood makes certain 
decisions inevitable. When all sides, for example, understand 
why a pit must be reorganized, the question is not one of 
compromise but is rather one of accepting what the situation 
demands." 

Good consultation will go far in improving relations in the 
coal industry, but the basic problems of representative-con- 
stituent relation remains. The representatives may profit and 
learn from meeting with management, but this experience is 
difficult to communicate to those whom they represent. In 
many cases the members of a consultative committee have 
found it difficult to convince their fellows of the wisdom of a 
managerial decision which they have accepted. For example, 
the conflicts between the members of the consultative commit- 
tee and their local union officials made it necessary that all 
candidates for election to the consultative committee be nom- 
inated by the local union branch. 

Bulletin board displays of minutes and other methods of 
communication, such as mass meetings, are being tried to 
improve the situation, and there are indications that this policy 
is bearing fruit,®® although the problems inherent in represen- 
tation remain. 

*¢ This concept of the situation dictating the decision has been most fully 
developed by Mary Parker Follett. See particularly her collected papers, Dynamic 
Administration, edited by Henry C. Metcalf and L. Urwich, (New York: 1940). 
There is much of truth and value in this concept of the “‘law of the situation” but 
the same criticism can be applied to Miss Follett’s writings as those of the Harvard 
Business School. There is a tendency to overlook the possibilities of real conflicts 
based on different interests. It is not true, for example, that the basic interests of 
the pit manager and the workers are always the same. 


“At a colliery in Kent I went underground and saw near the pit bottom a 
large notice which said, ‘The Consultative Committee have recommended that in 
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. ARE MORE CONCESSIONS NEEDED? 


It is obvious that the miner's attitude is not solely determined 
by the material concessions he receives. Every wage increase 
granted to the mineworkers, however, has resulted in a sub- 
stantial increase in manpower, indicating that high wages will 
attract men even though they may not hold them if other 
conditions are unsatisfactory. Thus, keeping the mineworkers 
in the top rank of wage earners is essential. The economic 
argument for keeping wages high is also a good one. The de- 
mand for coal has not been filled either at home or abroad 
since the war ended, and coal undoubtedly could be sold at 
higher prices. In this situation the shortage of labor would 
certainly have pushed wages higher if the industry had been 
privately owned. 

As to the other possible concessions, one can only point to the 
tremendous gains already made in the industry. Certainly it 
would be difficult to sustain the argument that more concessions 
would change the attitude of the men when those already 
granted appear to have had only moderate success. Yet, every- 
thing should be done, and apparently it is. 

Basically it was the hope of the champions of nationalization 
that public ownership would revitalize the industry and make 
good labor relations possible; and no one now argues that the 
industry should be returned to private ownership, for all agree 
that the industry is in all respects better off today than it was 
under private ownership. This is not the result of an innate 
superiority of public to private ownership, but rather a result of 
the history of the British coal industry—a history which made 
continuation of private ownership impossible. 


ADMINISTRATIVE REFORMS 


The necessity of public ownership does not, however, imply 
that the administrative structure which has been established 
to manage this industry is the one best suited to the job, and 


view of their persistent absenteeism the following shall be dismissed . . .’ They 
did not name the men, but stated so many fillers, so many packers, and so on. I 
asked the Consultative Committee how they managed to do this, because it 
seemed to be a remarkable development. They said, ‘We thought it was right, 
we took it to the Union, we got the policy endorsed, and we have carried it 
out . . . it has had a marked effect on attendance.’ Gaitskill in House of Com- 
mons Debate, Vol. 457, 902. 
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there are claims that the National Coal Board added too 
many new Officials and did not permit sufficient labor partici- 
pation in management. 

The charge of too many officials is often accompanied by the 
assertion that the men hired for the big jobs are the wrong ones. 
These charges come in large part from the rank and file in the 
industry. A poll conducted in the industry asked the question, 
“Does the miner think there are too many new posts?” Ejighty- 
four out of eighty-eight answered with a definite ‘‘yes,”’ and the 
detailed replies indicate a wide-spread ignorance of the func- 
tions of those officials with whom the miner comes into direct 
contact. 

Arthur Horner, Secretary of the NUM, defended these off- 
cials as the type of specialists—safety, training, dust suppres- 
sion, and health of officers—which the Union has been trying 
to get into the pits for years: 


We are told that everywhere there are scores of motor cars at the 
pits belonging to people not performing any useful function. We 
have asked: tell us where there have been increases in manpower in 
this direction, and where you consider it not to be necessary? In 
nearly all cases, according to the examples we have, there is hardly 
any increase in the traditional grades—managers, under-managers, 
overmen, deputies, and the like—but there have been many increases 
in new grades of activity introduced into the mining industry since 
the Coal Board came into existence. But when one looks at them, 
one is staggered at the criticism which arises from our men because 
of those appointments.” 


The National Coal Board also answered these charges of 
excessive officials with statistics showing that the non-industrial 
staff equalled approximately five per cent of the total of 
industrial workers, while the cost of clerical, technical, and 
managerial, which before nationalization was one shilling two 
pence per ton is now only one pence more “. . . despite the 


bad Margaret Cole, Miners and the Poard (based on a report of a Fabian research 
group) Research Series No. 134, Fabian Publications, Inc., London, 1949. Those 
— were: 24 working miners (including 17 lodge officials), 13 officials of the 

ational Coal Board, 7 colliery officials, 5 officials of the NUM, 8 teachers and 
lecturers in mining areas, 3 old-age pensioners (ex-miners), and 19 miscellaneous. 
According to the author this was a selected sample from those who “were in a 
good position to know what was happening and was believed to be happening,” 
in the coal industry. 
* National Union Mineworkers, Annual Report, 1948, 149. 
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many services such as medical, training, scientific, and educa- 
tion being extended to the industry as a whole.” 

Criticism of the individual members of the Area, Divisional, 
and National Boards is often related directly to the demand in 
many quarters for workers representation. The Board in its 
original appointment of chairmen of the Divisional Boards 
decided to appoint men from outside the industry—men who 
were experienced in large-scale organizations. In a number of 
cases service officers were appointed, which led to the charge 
that Divisional Boards were ‘“‘Old Homes for Army Pensioners.” 
Many other Board appointments went to former directors and 
managers of the large privately owned coal companies. One 
Yorkshire man in answer to the poll cited above summarized 
this criticism by saying, ‘“Too many of the old brigade. Aversion 
to Major Generals.”"* These criticisms were heard many times 
by the writer from men quite high up in the hierarchy, and 
undoubtedly some bad appointments were made originally. 
These, however, are gradually being corrected. 

Despite explanations and corrections, there is still a demand 
by many for workers’ representation on the Boards. In the 
present set-up, the Divisional and Area Boards usually include 
at least two labor people, but they sever all connections with 
their Union when they become members. In other words, they 
become a part of the management team governing the industry 
and in Board deliberations they are not obligated to present 
the trade union view. As a result of talking with many former 
trade unionists who are now officials, the writer can testify to 
their loyalty to the Board. They may remain sympathetic to 
Union demands, but they look upon such demands in the light 
of their effect upon the industry rather than as negotiators 
trying to get as much as possible for their followers. This 
attitude is resented by some, and even a member of the National 
Executive of the NUM, despite the official policy of the Union, 
has said, “. . . from some of the reports it appears that the 
time has come when we must press for an extension of labour’s 
rights in the administration, and there are those who advocate 
with a good deal of justification that the time may have come 
when we shall have to consider direct representation of the 


8 Cole, op. cit., 8. 
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Union in the Coal Board administration.”® Another leader 
took him to task for this statement and said, “I, as a member 
of the National Executive, do not intend to be committed by a 
statement which says that we, as a tradeunion, should seek 
direct representation upon the National Coal Board at all 
levels. ...°* 

Those in favor of workers’ participation base their arguments 
either on doctrinaire socialist dogma or on the more concrete 
point that workers in the industry would cooperate more will- 
ingly if they knew their men were running the show. Those 
opposed to this change argue that it would lead to divided 
loyalties and chaos. Every time the Board reached a decision 
contrary to the wishes of the Union, their representatives would 
have either to resign or to support the Board against the Union. 

The demand for workers’ representation is an obvious result 
of the worker’s general disappointment with public ownership: 


. the unions concerned with nationalised industries have not 
recovered from the shock of finding that nationalisation does not 
mean workers’ ownership. They still do not know whether they 
want to run the industries with perhaps a little outside help or 
whether to remain as independent pressure groups representing the 
workers. Many of the less clear-sighted unionists obviously still 
believe they can do both, but it is apparent that Transport House 
(headquarters of the Labour Party and Trades Union Congress) 
looking ahead to a future which includes the possibility of less 
sympathetically inclined governments is determined to persuade the 
unions to remain as such and not to become integrated into the 
management of the industries.” 


Although the charges of too many officials and the demand 
for labor representation will not stand up to analysis and merely 
indicate the frustration workers feel rather than administrative 
faults, there are two administrative problems which may in a 
small way contribute to the present labor problems. The first 
is the relation of the Coal Board to the Minister and the Gov- 
ernment. The Minister of Fuel and Power has interfered in 
the labor relations of the industry on at least two occasions 
(the five-day week and the 1951 wage increase) and has left the 


® Arthur Horner, National Union Mineworkers, Annual Report, 1948, 148. 
7 Tbid., 165. 


11 The Economist, Vol. CLV, No. 5481, September 11, 1948, 408. 
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impression with the miner that the Government is responsible 
for these improvements rather than the Board. Since the 
worker blames his petty irritations on the Board and gives 
credit to the Government for his advances, the Board is placed 
in a particularly difficult position. 

To prevent such interference is difficult unless the Minister 
and the Government have a will to prevent it. Changes in the 
basic organization cannot improve the situation. Perhaps a few 
Board member resignations as a result of such interference 
would have the desired effect. 

The other administrative problem is the relation of the Union 
to the Board. The relation at top levels is a happy one, but the 
leaders of the Union are sometimes criticized by their followers 
as being too friendly with management, pointing up rather 
effectively the difficulties which would be encountered if the 
Union had representatives on the management of the coal 
industry. If the Union men on the Board accepted the policies 
of the whole Board when the Union was opposed to those 
policies, the men would probably react more bitterly against 
their leaders than they have thus far. If the trade union repre- 
sentatives refused to condone any policy the Union opposed, 
either the managing board would be destroyed or the industry 
would be operated for the sake of the workers rather than for the 
sake of the community at large. 

Gradually a proper relationship between the Board and the 
Union may be worked out, but at the moment there is too 
much mutual dependence of Board and Union. The Board 
always seems to wait until the Union moves rather than striking 
out on its own and then carrying the Union with it. For ex- 
ample, one of the greatest needs of the coal industry is a new 
wage structure. The Board should develop such a structure, 
perhaps with the cooperation of the Union, and then negotiate 
with the Union about it, rather than waiting for the Union to 
make the first move. 

All in all, the record presented here in the labor field demon- 
strates the sincere desire of both management and labor to 
make public ownership work. Men’s attitudes, however, are 
not easily changed. Mining is, at best, an unpleasant occupa- 
tion, and the Coal Board cannot make the sun shine under- 
ground. 








PLANNING AND EXECUTING RESOURCES 
ALLOCATION—A PHASE OF WAR 
ADMINISTRATION 


E. J. B. Foxcroft 


“For many of the problems no solution was found; for 
others the solutions are debatable.”” 


HIS paper seeks to clarify some of the problems that arose 

during the last war in establishing machinery at the highest 
level for the broad planning and direction of a war economy, by 
comparing the solutions that were found in three countries— 
the United States, Great Britain and Australia. First the 
author shall attempt to analyze the nature of the planning and 
directing functions that are needed in times of war, will then 
briefly review the record in the three countries and finally, shall 
suggest some broad conclusions. 

It is not possible to do more than consider the broadest 
aspects of the subject in the space of an article. Therefore, 
within these limitations one is unable to discuss such matters 
as the machinery for international planning or for the control 
of military operations, defense organization, or the details of 
war administrative arrangements; nor shall the author attempt 
to make any analysis of the war efforts in the three countries, 
although wherever possible differences in the conditions which 
influenced the forms of administrative machinery that were 
established will be indicated. 

This is a comparative study, and it is fully recognized that 
there are many dangers in such an approach. Conditions and 
personalities vary greatly from time to time and from place to 
place, and it is not easy to make proper allowance for these 
differences. What works in one country at one time may not be 
appropriate at another time in that country and never in 
another country. No matter how good the intention, many 
refinements will be overlooked in a broad analysis, and there 
will be inevitable over-simplification. There is an ever present 
temptation to ascribe spurious harmonies to the facts, to draw 
false analogies, and to push conclusions further than they seem 


1 Industrial Mobilization for War, Vol. 1. U. S. Govt. Printing Office, Washing- 
ton, 1947. Introduction, p. xiii. 
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to ‘be justified to those who actually worked in a particular 
administration. Therefore any general conclusions will be put 
forth with caution. 


THE ALLOCATION OF TOTAL RESOURCES, AND THE CO-ORDINATION 
OF PROGRAMS IN WAR 


On a logical analysis one would distinguish clearly between 
two main central functions which are involved in planning and 
directing war economic mobilization; that of ensuring the most 
effective allocation of national resources between the main 
sectors of a war economy, and that of ensuring the subsequent 
achievement of particular programs consistently within the 
general framework so established. These two functions are 
closely related, and interact with each other; a clear distinction 
may not always be made between them in practice and it may 
not be necessary in all circumstances to do so. But too much 
blurring of this distinction through unsatisfactory administra- 
tive mechanisms whose purposes and inter-relationships have 
not been made sufficiently clear can lead to administrative con- 
fusion and wasteful use of resources. It is therefore necessary 
to devote some space to clarifying the nature of these functions, 
before considering the mechanisms that were established for 
dealing with them. 

First we shall discuss the allocation of total resources in war. 
The prime necessity during war is to enlarge the resources that 
are available for war purposes by cutting down civilian supplies, 
re-arranging production and distribution, and expanding out- 
put selectively. At the same time, resources should be dis- 
tributed between the various sectors of the war economy in 
such a way as to meet the requirements of the particular war 
situation. If these tasks are to be carried out on anything better 
than a hit or miss method, so far as time permits, a balanced 
plan covering all sectors of the economy should be developed, 
brought into operation, and then kept under continuous review. 
These sectors can be conveniently described as first, the armed 
forces and the production and supply of equipment for them; 
second, the production and supply of equipment for the armed 
forces of other nations and the maintenance of their economies; 
and finally, the maintenance of the domestic civil economy. 

Before decisions on the size and character of particular 
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programs, including the size of each of the services, can be in- 
telligently made, aggregate resources must be appraised, diffi- 
culties and limitations identified, and estimates made of the 
extent and nature of the resources that can be devoted to each 
sector. No one sector can be regarded purely as a residual, to be 
determined after the size of any of the other sectors has been 
fixed. Full account must be taken of a variety of international 
as well as of domestic considerations. The emphasis upon the 
different sectors may vary greatly from country to country. 
One country for instance may not be able to make any con- 
tribution to its allies through exports while this may be the 
most important way in which another country can help. Errors 
of judgment upon these matters can be no less serious than 
mistakes in the use of armed forces in battle. 

Clearly the working out of a ‘‘master plan’”’ for a particular 
war economy requires constant and close collaboration be- 
tween allies. Such consultation cannot be very effective unless, 
within each country, there is machinery through which the 
war effort as a whole can be appraised, and decisions obtained 
upon the size to be allotted to each sector. This is a task of 
enormous difficulty However, the techniques of resources 
budgeting, if applied through suitable administrative machin- 
ery, have proved in war to be an indispensable although far 
from infallible guide to the proper allocation of resources. 
When a war is fully under way, something like a condition of 
general scarcity usually comes to prevail, requiring tight con- 
trols over most of the economy. Surveys of manpower, and 
other physical resources, and the requirements being made 
upon them by each sector of the economy can provide the 
basis for specific and enforceable decisions on the allocation 
of resources. Comprehensive direct controls can be used to give 
effect to these decisions, in addition to fiscal and monetary 
policy and the other devices of persuasion and compulsion 
that are available in peacetime. 

A good test of whether resources budgeting is being used 
fully in war by a Government is whether one central body is 
able to consider at regular intervals estimates of total claims 
upon available resources, and concurrently reach decisions 
upon the size of the armed forces and of the programs covering 
the other sectors of the war economy. 
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‘A brief discussion of the second main function, the central 
oversight and co-ordination of particular programs, follows. 

Once decisions have been reached upon the broad allocation 
of resources, the next step is to translate these general decisions 
into particular programs for the raising of armed forces, the 
production of defense equipment and of exports that are essen- 
tial to the allied war effort, and the satisfaction of civilian re- 
quirements on a basis of austerity. This requires effective 
arrangements both for the best use of the resources that are 
available within each sector, and for the central oversight and 
co-ordination of the programs that are being evolved, so as to 
ensure at the same time that the necessary vigor is being de- 
voted to the particular tasks, and that they are being carried 
out consistently within the approved over-all framework. It is 
not enough to define the allocation of resources at the highest 
level; there must be supervision of the detailed development of 
programs, reconciliation of conflicts, and continuous revision 
and adjustment of the size and composition of programs in the 
light of the changing war situation. 

The administrative arrangements that are required for the 
development of particular programs vary greatly from country 
to country. They will include the setting up of appropriate 
authorities for administering stabilization, industry, materials 
and manpower controls, controlling imports and exports, work- 
ing out a financial policy, stimulating production, maintaining 
civilian requirements, and persuading the community that 
certain things must be done and others done without. We shall 
not discuss these problems in this paper and shall confine our 
interest in the arrangements for the direction of the war econ- 
omy to the machinery that may be established, immediately 
below the level at which decisions are taken upon the allocation 
of resources in the broad, to direct and co-ordinate the mobiliza- 
tion of the economy. 

The author shall turn now to each of the three countries and 
attempt to identify the kind of machinery that was established 
for carrying out these functions. 


THE UNITED KINGDOM 


For this account of central war administration in Great 
Britain, the author has drawn most heavily upon two studies, 
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“The Lessons of British War Economy,” a series of articles 
edited by D. N. Chester,? and ‘‘The British War Economy,” the 
first of the official history series, by Hancock and Gowing.? 
These two works and other sources of information would sug- 
gest that after several forms of machinery had been used for 
nearly three years, effective arrangements both for the over-all 
allocation of resources and the central supervision of programs 
on the home front were developed in Great Britain by 1942-43. 
These arrangements seem to have been as follows: 


(a) A small War Cabinet, consisting essentially of Ministers 
with a responsibility for co-ordination in broad fields, was 
responsible for the higher direction of the war effort and 
dealt with the largest issues of strategy and foreign and 
domestic policy. War Cabinet was assisted by an efficiently 
organized secretariat, which included officers dealing both 
with civil and defense matters, and which serviced Minis- 
terial Committees both with secretarial assistance as a 
matter of routine, and with economic advice as required 
through its Economic Section and Central Statistical 
Office. 

(b) The task of resources budgeting was handled for War Cabi- 
net by Sir John Anderson, Lord President of the Council, 
and later Chancellor of the Exchequer, who was a member 
of War Cabinet from early in 1942. Anderson worked 
through a Ministerial Manpower Committee, and prepared 
at frequent intervals for War Cabinet systematic apprecia- 
tions of the supply of manpower and other resources, the 
claims upon these resources and proposals for the adjust- 
ment of programs in the light of these appreciations. 

(c) Sir John Anderson, through the Lord President’s Com- 
mittee of Ministers, dealt with the more important issues 
arising on the home front, including economic policy, the 
level of civilian consumption, the use of manpower, and 
emergency problems of production and supply, except 
those that were the concern of the Minister for Production. 

(d) The co-ordination of defense production and supply was 


2 The Lessons cf the Pritish War Economy edited by D. N. Chester. National 
Institute of Economic and Social Research. C.U.P. 1951. 

*W. K. Hancock and M. M. Gowing: The British War Economy. London, 
H.M.’s Stationery Office, 1949. 
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the responsibility of the Minister for Production, Mr. Oliver 
Lyttleton, who was a War Cabinet member from the time 
of his appointment early in 1942, and who worked with a 
Cabinet Committee, the Defence Committee (Supply), 
assisted by a Joint War Production Staff. 


Before this stage was reached, there were many experiments 
and many failures. It is not proposed, however, to describe 
here the history of the successive changes in War Cabinet, or 
the rise and fall of the Economic Policy Committee (Ministerial 
and Official) of 1939, of the Home, Food and Economic Policy 
Committees and the Production Council of June 1940, whose 
activities were to be co-ordinated by a Lord President’s Com- 
mittee, and of the Production and Import Executives of Jan- 
uary 1941. Few of these committees lasted for long. What did 
emerge was the committee presided over by the Lord President. 
Hancock and Gowing state that this committee “became dur- 
ing 1941, the most important focus of civil Government under 
War Cabinet.’’* Chester agrees that “‘by the end of 1941, the 
Lord President’s Committee dominated the whole field of 
home and domestic policy.’’® This committee had a small 
membership of Ministers who were mostly also War Cabinet 
members, and was serviced by highly competent staff, drawing 
principally upon the War Cabinet Secretariat. 

The Lord President’s Committee was not directly concerned 
with military production and supply programs, which from its 
establishment in March, 1942, were co-ordinated by the Minis- 
try of Production. This Ministry in its first period of operations 
was very small, and possibly more effective at that stage than 
later when its size became very large.’ It was assisted by a 
Joint War Production Staff, which served as a link between 
production and strategy, and although lacking in formal au- 
thority, the Ministry was apparently able to carry out a func- 
tion of co-ordination in several important fields, such as raw 
materials (through an interdepartmental committee in the 
War Cabinet Secretariat), joint planning with the United 
States, and the allocation of manpower to various types of war 
production within the general framework of approved man- 


* Hancock & a op. cit., p. 220. 
5 Chester, 0 t¢ 
* Ibid., p. 4 ye ote by E. A. G. Robinson. 
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power policy, a function which gave it considerable authority 
from 1943 onwards.’ Just how effectively the Ministry estab- 
lished its authority in other fields is not clear. Its task, how- 
ever, was almost certainly easier than that of the War Produc- 
tion Board in the United States, in that with the exception of 
the Admiralty it had to deal with civilian and not Service 
procurement agencies. 

Under the general control of the Prime Minister and War 
Cabinet, there were then two War Cabinet Ministers with wide 
responsibilities for the co-ordination and direction of home 
front programs. Their two spheres could have overlapped in 
some respects; but in practice, the Lord President’s Committee 
dealt with the consequences for the economy in general which 
flowed from the absorption of resources in direct war activities, 
and not with the positive utilization of resources for war produc- 
tion purposes, which was the responsibility of the Minister for 
Production.® 

If there was some uncertainty about the responsibility for 
the supervision of programs—and Professor Austin Robinson 
suggests that there may have been in the later stages of the 
war, after Sir John Anderson became Chancellor of the Ex- 
chequer—there was much less about the responsibility for the 
allocation of total national resources between broad classes of 
claimants. This function was carried out by Sir John Anderson, 
on behalf of War Cabinet, and became the most important 
policy device for shaping the character and scope of the whole 
effort. Robinson says that “it was in the field of manpower 
policy that the problems of military operations, of munitions 
output, of civil standards and of control of inflation all came 
together and demanded simultaneous solution.’® He also 
points out that although the budgets began as surveys of man- 
power supplies and needs, ultimately it became necessary to 
work simultaneously in terms of all the scarce resources, in- 
cluding shipping, materials and transport.” Hancock and 
Gowing testify that “fat the end of the war, the manpower 
budgets were the main force in determining every part of the 





7 [bid., p. 77, chapter by Hugh Weeks on Anglo-American Supply Relationships. 
® Hancock & Gowing, op. cit., p. 220. 

® Chester, op. cit., p. 48. 

0 Tbid., p. 57. 
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war effort, from the numbers of R.A.F. heavy bombers raiding 
Germany to the size of the clothing ration.’’"" By July 1943 
‘“‘manpower had become an almost continuous pre-occupation 
of the War Cabinet.’”’!? 

The techniques of manpower budgeting were gradually 
developed in 1940 and 1941 through interdepartmental com- 
mittees, on the basis of whose surveys the Government ad- 
justed its sights, usually downwards in the case of the direct 
military plans. Hancock and Gowing describe one such deci- 
sion, the imposition in March, 1941, of a ceiling on Army 
strengths of approximately two millions as a ‘landmark in 
manpower history.”!* By 1942-43, the machinery and tech- 
niques of budgeting had assumed roughly their final form. The 
budgets were prepared every few months, initially by the 
Ministry of Labour which attempted to estimate the likely 
availability of manpower resources in different groups over a 
period of 12 to 18 months ahead. Likely demands were then 
calculated, and at this stage the War Cabinet secretariat came 
into the process. It was finally the task of Sir John Anderson 
and his Committee to consider how best a balance could be 
achieved, and to present the issues to War Cabinet. 

The budgets took into account the needs of each sector of the 
economy, and were prepared frequently enough to enable rapid 
changes to be made in the direction and balance of the war 
effort to meet changing strategic and other requirements. 
Clearly such surveys cannot properly be described as “man- 
power” budgets; they were budgets of aggregate resources and 
the requirements upon these resources, with manpower, the 
most scarce of the resources, as the principal yardstick. 

It would appear, then, that within some two and a half years 
after the outbreak of war, effective machinery was established 
in Great Britain both for the central allocation of resources, 
through War Cabinet and Sir John Anderson’s Manpower 
Committee, and for the supervision and co-ordination of pro- 
grams within the agreed framework, through the Lord Presi- 
dent’s Committee and the Ministry of Production. It would, 
of course, be unwise in weighing the success of the machinery 


11 Hancock & Gowing, op. cit., p. 452. 
12 Thid., p. 449. 
13 Jbid., p. 289. 
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not to take fully into account the importance of the personalities 
involved, including not only Churchill, Anderson and Lyttleton, 
but others further down the line; and it is as well to pay heed to 
Hancock and Gowing’s word of caution on this score “for the 
benefit of such ingenious political scientists as may be prone to 
pore too closely over organization charts.”'4 But we should 
also underestimate the importance of having suitable forms of 
machinery; and apparently such machinery was developed in 
the United Kingdom. 


AUSTRALIA 


In Australia, the forms of machinery which were established 
by 1942-43 were broadly similar to those which emerged in 
Great Britain. After a number of experiments in the first 
years of war, by 1942-43 the machinery for the higher direction 
of the war had assumed the following character : 


(a) At the top there was a small War Cabinet, which included 
the principal Ministers concerned both with the direct 
defense and the economic war efforts. War Cabinet was 
serviced by a secretariat in the Department of Defence; the 
secretariat for full Cabinet, which met rather infrequently, 
continued to be maintained by the Prime Minister’s De- 
partment. 

(b) A Production Executive of Cabinet, presided over by the 
Minister for War Organization of Industry (Mr. John J. 
Dedman) who was also a member of War Cabinet, carried 
out somewhat similar functions to those of the Lord Presi- 
dent’s Committee in Great Britain. Like that Committee, 
it was more concerned with the readjustment of the econ- 
omy to war conditions than with the actual direction of 
war production programs. Its secretariat was provided by 
the Department of War Organization of Industry, which 
was also the principal executive agency for giving effect to 
the decisions of Production Executive. 

(c) The function of resources budgeting was carried out for 
War Cabinet by the War Commitments Committee, which 
included the official heads of all the main economic Depart- 
ments and the Chiefs of Staff of the three Services, and was 


4 Ob. cit., p. 229. 
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presided over by the Director-General of Manpower, and 
sometimes the Prime Minister. Mr. Dedman and his De- 
partment were closely associated with the work of the 
Committee, which was established at the end of 1942 to 
advise War Cabinet upon the best disposition of manpower 
and other resources in the interests of the war effort with a 
full knowledge of the industrial and strategic issues in- 
volved. 

(d) There was no Ministry of Production. War production and 
procurement were handled by several civilian Departments. 
However, a co-ordinating body of near Cabinet status 
called the Allied Supply Council was established early in 
1942 to organize demands for Australian and Allied Forces, 
and to initiate production to meet these demands. This 
Council was presided over by the Minister for Supply and 
Shipping, and was serviced by a Standing Committee of 
United States and Australian service representatives and 
Australian officials, with a secretariat in the Department of 
Supply and Shipping. Many of the activities of the preduc- 
tion and procurement Departments were in considerable 
degree co-ordinated by the Council, particularly in 1942. 


Probably the most interesting experiment in central war 
administration in Australia was the War Commitments Com- 
mittee, which played a vital part in shaping the war economy 
between 1943 and 1945. The work of this Committee, and its 
predecessor in 1942, an interdepartmental manpower com- 
mittee of service and civilian representatives, has been briefly 
described in several books and papers.'® Systematic manpower 
budgeting began in Australia early in 1942, when war commit- 
ments were reviewed by the interdepartmental manpower 
committee in the light of altered conditions arising from the 
Japanese threat to Australia and the use of Australia as a major 
allied base. This committee submitted two major reports to 
War Cabinet during 1942, which concluded amongst other 
things that the limits of manpower resources had been almost 
reached; that a dangerous state of unbalance in the war effort 
had developed; that rural industries in particular had been 


18 See particularly: E. Ronald Walker, The Australian Economy in War and 
Reconstruction, New York, Oxford University Press, 1947 
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denuded of manpower and were finding it impossible to main- 
tain output at required levels as a result; and that all war com- 
mitments should be exhaustively reviewed at the most authori- 
tative level. Little progress was however made until the War 
Commitments Committee was set up at the end of 1942 to 
undertake this review. In the next two and a half years it 
prepared a number of comprehensive reports, presenting a 
balance sheet of all important claims upon resources in relation 
to the aggregate and particular resources available, and then 
recommending such adjustments as were necessary to bring 
them into balance. 

The first decisions reached by War Cabinet upon the recom- 
mendations of the War Commitments Committee did some- 
thing to rectify, although rather belatedly, the unbalances in 
the war effort which had emerged, and later decisions took 
account of the changing needs of the war and the Australian 
economy. In September, 1943, the Committee found that 
manpower requirements for the next twenty-one months were 
about three times the supply in sight, and recommended the 
release of 20,000 men from the services, and another 20,000 
from the munitions group of industries for high priority civil 
work, including the production of foodstuffs."° These recom- 
mendations were accepted by War Cabinet, and subsequently 
an additional 20,000 men were released for military works 
construction. In the middle of 1944, plans for the basing of 
British Naval Forces upon Australia for action in the Pacific, 
and the continuance of heavy demands upon Australia for 
reverse lend lease, led to a decision to make further substantial 
releases of men from the Services.” 

Australian experience in central war administration was 
substantially similar to that of Great Britain. It supports the 
view that, in time of war, the task of allocating resources be- 
tween broad sectors of the economy can be effectively under- 
taken by a small War Cabinet, if assisted by a strongly con- 
stituted body which is able to prepare frequent appreciations 
of the demands being made upon resources, and to offer guid- 
ance as to the size and character of the main programs that 
should be undertaken in the light of these surveys. In regard 


16 Walker, op. cit., p. 294. 
7 Tbid., p. 296. 
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to the oversight and co-ordination of particular programs, 
there are distinct similarities between the functions of the Lord 
President’s Committee and the Production Executive, and 
while no Ministry of Production and Defence Committee 
(Supply) was set up in Australia to supervise defense produc- 
tion programs, this function was in part carried out by the 
Allied Supply Council. In both countries, the Minister who 
was primarily responsible for advising the War Cabinet upon 
the broad allocation of resources also undertook much of the 
supervision and co-ordination of programs within the approved 
framework. In both these countries, the machinery that has 
been described was not set up until 1942, more than two years 
after the outbreak of war, when a condition of general shortage 
had come to prevail. Earlier attempts at central planning had 
proved relatively ineffective. After 1942 there was very little 
change in the machinery. 


THE UNITED STATES 


Central war administration in the United States did not 
assume the same apparent harmonies. The functions of the 
Office of War Mobilization and the War Production Board 
presented some similarities to those of the Lord President's 
Committee and the Ministry for Production in regard to the 
co-ordination of programs on the home front, the reconciliation 
of points at issue and the organization of defense production. 
However, no comparable machinery was at any time evolved 
to deal with the allocation of resources between the broad 
sectors of the economy. The establishment of the National 
Security Council, which we shall refer to later, is a most impor- 
tant recent step in this direction. But it is generally considered 
that the failure to develop machinery through which sys- 
tematic resources budgeting could take place was the greatest 
administrative weakness on the home front during World 
War II. Whether this view is a correct one will be discussed 
later. 

The President was the prime source of authority for the 
determination of the shape of the war economy. His authority 
was subject to Congressional approval of legislation and finan- 
cial appropriations, and in no country has the legislature exer- 
cised so close and detailed a supervision over the executive 
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Government, even in war. To assist the President in reaching 
decisions, there were the Cabinet members principally con- 
cerned, the Chiefs of Staff, his own assistants, Congressional 
leaders, and co-ordinating agencies such as the Bureau of the 
Budget. However, there was no regular War Cabinet; the 
President’s Cabinet itself was not apparently used for war 
planning purposes; and the Bureau of the Budget was largely a 
fiscal body and fiscal authorities notoriously become less in- 
fluential in times of war. The President himself was pre- 
occupied with grand strategy and foreign policy. His principal 
personal assistant, Mr. Harry Hopkins, played a very impor- 
rant role as a high court of appeal before Mr. Byrnes was ap- 
pointed Director of War Mobilization and even after his ap- 
pointment exercised a great influence in international affairs. 

In the United States, therefore, the size of the forces, of the 
defense production program, and of other sectors of the econ- 
omy tended in practice to be determined by ad hoc decisions 
made at varying levels, often taken as a result of competing and 
uncoordinated pressures exerted by the agencies and individ- 
uals concerned. Eventually, out of the jostling and conflict of 
pressures, some kind of a framework of agreement was reached, 
as the limits of labor and resources for war programs and the 
difficulties of reducing the civilian economy beyond a minimum 
level of austerity became progressively more clear, and as 
administrative techniques for supervising programs through 
the Office of War Mobilization and the War Production Board 
were developed. 

By half way through 1943, it appears that the central ar- 
rangements for the mobilization of the economy of the United 
States were broadly as follows: 


(a) There were no established procedures for the determina- 
tion of the shape of the war economy. Decisions were made 
from time to time by the President, after being advised 
from various sources, upon such matters as the size of the 
forces and the defense production program, and supplies to 
allied countries. Other particular decisions were made by 
executive agencies, including the Armed Services, the 
Office of War Mobilization and the War Production 
Board, which indirectly affected the broad allocation of 


resources. 
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(b) The Director of War Mobilization, Mr. James F. Byrnes, 
adjudicated disputes between agencies, including the 
Services, exercised some supervision and restraint upon 
the procurement plans of the Services and maintained some 
oversight of those policies and programs on the home front 
which raised important issues. The Director was assisted 
by a War Mobilization Committee, consisting of the heads 
of the Service and civilian agencies most directly con- 
cerned, and had a very small personal staff. 

(c) The War Production Board exercised some important con- 
trols over Service production and procurement programs 
and over the civilian economy. Its two main instrumen- 
talities were the allocation and control of scarce materials 
through the Controlled Materials Plan administered under 
the oversight of the Program Vice-Chairman and the Re- 
quirements Committee consisting of representatives of 
claimant agencies including the Services, and the sched- 
uling of the manufacture of the main components common 
to the different kinds of production through the Production 
Vice-Chairman and a Production Executive Committee, 
comprising representatives of Service and other Depart- 
ments. Actual procurement was however undertaken by 
the Services themselves, with the Army and Navy Muni- 
tions Board providing some measure of co-ordination, 
and the War Production Board had little direct control in 
the field. 


The Office of War Mobilization and the War Production 
Board taken together provided effective machinery for the 
supervision and control of programs for economic mobilization. 
That this is generally held to be so is shown by the establish- 
ment, in the recent period of intensified defense preparations, 
of an Office of Defense Mobilization with rather similar func- 
tions to the Office of War Mobilization, and of a Defense Pro- 
duction Administration and National Production Authority 
which together resembled the War Production Board. But 
such executive agencies can only work really effectively and 
without continuous conflict if the framework of resources 
allocation within which they operate has been established by an 
authority at the highest level. As it was, the War Production 
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Board was in the unhappy position of being called upon to 
administer a defense production program whose bases it had 
little part in determining, and which it felt almost from the 
outset to be impracticable of full achievement. On and off 
throughout its first year of operations, the Board was conse- 
quently plagued by a prolonged and bitter dispute about the 
feasibility of the program. The Board has been unjustly 
blamed by many for not having achieved more in a situation 
that was not of its own making. In the event, it did succeed in 
bringing the program closer to the limits of feasibility. 

The history of the various experiments in central war ad- 
ministration in the U.S.A. immediately before and during 
World War II does seem to indicate an absence of clear recogni- 
tion of the administrative desirability of establishing separate 
authorities for carrying out what the author distinguished 
earlier as the two central functions of allocating resources in an 
over-all way, and of supervising programs within the frame- 
work so determined. 

This can be illustrated by briefly reviewing some of the 
attempts to grapple with the problems of war administration 
in the United States, beginning with the Industrial Mobiliza- 
tion plan which was prepared under the supervision of the 
Assistant Secretary of War. That Plan, in its 1939 version, 
envisaged the establishment in war of one key agency, the War 
Resources Administration, under a Civilian Administrator as- 
sisted by an Advisory Council.4* The Administrator was to 
be directly responsible to the President, and was to be empow- 
ered in his name to initiate and enforce all measures that were 
considered necessary to control or co-ordinate the economic 
activities of the nation in war. The War Resources Administra- 
tion would co-ordinate such other emergency agencies as it 
might prove necessary to establish to deal with public relations, 
selective service, finance, trade, labor and price control, and 
would itself establish divisions concerned with facilities, com- 
modities, power and fuel and transportation. 

The Armed Services were not amongst the agencies to be co- 
ordinated by the War Resources Administration, and under the 
Plan, the determination of military needs and procurement 


18 Industrial Mobilization for War, op. cit., pp. 4-5. 
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remained the responsibility of the War and Navy Departments. 
The War Resources Administrator’s purpose was in effect to 
ensure that these military requirements were met. The Plan 
therefore probably had much to do with the weakness which 
underlay the conception of the War Production Board in 1942, 
namely the belief that the main war administrative organ could 
work satisfactorily if it had powers over defense production 
but no direct control over the size of the forces. The Industrial 
Mobilization Plan did, however, propose an authority with 
wide powers over the whole field of economic mobilization, 
including fiscal policy and prices, powers which the War Produc- 
tion Board did not come to possess. The report upon the Plan 
by the short-lived War Resources Board, which was set up by 
the President half-way through 1939, did not go that far. It 
recommended the establishment of seven emergency agencies, 
all reporting direct to the President. The War Resources Ad- 
ministration was to be one of these agencies, but it was to be 
restricted to industrial mobilization, with no other functions of 
co-ordination.” 

The various central agencies which were established between 
1939 and the outbreak of war did not represent any advance 
upon this conception, but on the contrary, something less 
satisfactory. The establishment successively of the National 
Defense Advisory Commission, the Office of Production Man- 
agement, and the Supply Priorities and Allocation Board was, 
however, a gradual progression to greater strength and coher- 
ence, and much was accomplished in educating both Govern- 
ment officials and the community at large in the tasks and 
difficulties of defense preparations. None of these bodies was 
directly responsible for the size and character of the defense 
effort as a whole, although they contributed towards its defini- 
tion. “In 1941, as all through the war, strategy and program 
objectives geared to it were the responsibility of the Armed 
Forces. Office of Production Management neither had nor 
sought a voice in determining either.’’” 

The most optimistic expectations were entertained by many 
at the time of the establishment of the War Production Board 


19 Mobilization Planning and the National Security: Problems and Issues. 81st 
Congress, 2nd session, Document No. 204, pp. 160-1. 
20 Industrial Mobilization for War, op. cit., p. 121. 
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in January, 1942. At last an organization similar in many ways 
to the proposed War Resources Administration was to be set up, 
under the direction of one man. The eventual disillusion both 
with the man and the organization was all the greater when the 
War Production Board did not succeed in achieving miracles. 

The Chairman of the Board, Donald Nelson, was empowered 
(Executive Order 9024 of 10 January, 1942) with the advice 
and assistance of the Board, to 


(a) Exercise general direction over the war procurement and 
production program ; 

(b) Determine the policies, plan, procedures and methods of 
the several Federal Departments, establishments and 
agencies in respect to war procurement and production... 
and issue such directions in respect thereto as he may deem 
necessary or appropriate. 


Many felt that these powers were wide enough to achieve all 
that was necessary. The Truman Committee, for instance, 
which earlier had called for the establishment of a strong agency 
under one head, was in 1943 saying: ‘“‘Here is a clear and un- 
equivocal delegation of authority. Why, then, was it not 
exercised ?”’?! 

There may be some truth in the contention of the Truman 
Committee and many others that Nelson allowed his authority 
to be unduly whittled away by delegating the exercise of too 
many of his powers (including those of procurement) to other 
agencies, without retaining adequate oversight. Nelson himself 
has vigorously maintained that no other course was possible in 
the atmosphere and circumstances of the times;?? and there are 
limitations to the effective size of any agency, which the War 
Production Board came close to reaching even after consid- 
erable delegation within its field. However, the more important 
difficulties of the War Production Board clearly arose from 
circumstances beyond Nelson’s control, namely that his powers 
were limited to the production and procurement and did not 
extend to the broad allocation of resources over all sectors of 


21Senate Special Committee Investigating the National Defense Program: 
“Concerning Conflicting War Programs,"’ May 6, 1943. Report No. 10, p. 89. 
78th Congress, 1st Session. 

22 Donald M. Nelson, Arsenal of Democracy, The Story of American War Produc- 
tion. Harcourt Brace, 1946, p. 198. 
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the economy; nor was there any other authority systematically 
determining that allocation. 

These difficulties are most vividly illustrated by the dispute 
which arose in 1942 over the feasibility of the defense produc- 
tion program. It is not proposed to review the history of this 
dispute here; that is available elsewhere.** Briefly, what hap- 
pened was that within a few weeks of the Board’s establish- 
ment, its Planning Committee began a study of the feasibility 
of defense production plans, in terms first of an aggregate ap- 
proach in which the probable total content of the program was 
measured against the total production of which the economy 
was considered capable, after subtracting from that total the 
irreducible minimum required for civilian purposes, and second 
of the analysis of specific military requirements as compared 
with specific resources available, taking into account particu- 
larly the limitations imposed by materials, labor and shipping. 

The Planning Committee’s initial studies in March, 1942, 
had convinced Nelson that the programs for 1942 and 1943 
could not be achieved in full, and he attempted to obtain the 
agreement of the Services, and a decision by the President, that 
the program should be brought within feasible limits. However, 
it was not possible to obtain such a reduction at that stage. 
The Committee then proceeded with more detailed studies 
which were completed in August, and which confirmed its 
earlier forecast that significant shortfalls were likely, amounting 
to at least 25 per cent in the 1943 program if the unfulfilled 
residue of the 1942 program were included. 

The efforts of the Planning Committee and of the Chairman 
of the War Production Board to obtain substantial reductions 
in the Services’ programs cannot be dealt with here; in the end, 
after a long struggle, they were largely successful. It is, how- 
ever, relevant to this study to note the resistance by the Services 
to what they considered to be an intrusion by the War Produc- 
tion Board, the difficulties that faced Nelson and others in 
obtaining any decision on a matter that was vital to the war 
effort, and the proposal that was put forward by the Planning 


3 Historical Records of War Administration: U. S. Govt. Printing Office, 1945. 
Documentary Publication No. 5: Minutes of the War Production Board and of the 
Planning Committee. The Feasibility Dispute: Determination of War Production 
Objectives for 1942 and 1943: Committee on Public Administration Cases, 1950. 
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Committee for the creation of a new authority that would be 
able to prevent similar disputes from arising in the future. 

In the memorandum containing its final analysis of the 
defense production program,” the Committee noted that the 
program was ‘‘nothing more than a set of claims submitted by 
the separate claimant agencies” and that “‘we do not now have a 
program with reference to whose scope, contents and levels or 
urgency there is complete agreement”’ ; emphasized the dangers 
of unbalance in the production structure arising from a too 
large program; and urged the establishment of an authoritative, 
competent, and continuously functioning body, assisted by a 
staff, which would be able to take account of all the strategic, 
economic and political considerations which bear upon the 
determination of a war production program. This authority 
would establish a well-formulated and properly screened pro- 
duction program, spelled out in its major classes over time, 
and would have complete authority over the separate agencies 
so as to be able to ensure that the spelling out in detail did not 
contravene the considerations that determined the program 
in its broad outlines. This body ‘‘would in a sense be the 
supreme war council’ and would carry out a function which 
was intermittently performed by the President. The Com- 
mittee concluded that ‘‘unless such a body is established ; unless 
a program can be formulated (for the first time in the present 
war) by a joint consideration of all its parts and in terms of the 
joint bearing of strategic, economic and political considerations; 
unless this body operates continuously both to revise the pro- 
gram and to check its detailed formulation by the separate 
agencies, we are in grave danger of reducing materially the 
contribution that the productive system of this country can 
make to the war effort.”’ 

In the event, the Planning Committee’s feasibility analysis 
was its last. No comparable studies were subsequently pre- 
pared in U.S.A. during the war, and no supreme war council 
was established. However, a combination of pressures did lead 
to the establishment of the Office of War Mobilization which 
could have carried out most of the functions proposed for the 
body recommended by the Planning Committee, but which 


24 Historical Records of War Administration, op. cit., p. 155 et seq. Planning 
Committee Recommendations No. 15. 
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chose not to. The directive of the Director of War Mobiliza- 
tion, issued on May 27, 1943 (Executive Order 9347) was ‘‘to 
develop unified programs and to establish policies for the maxi- 
mum use of the nation’s natural resources for military and 
civilian needs, for the effective use of national manpower not 
in the Armed Services, for the maintenance and stabilization 
of the civilian economy and for the adjustment of such economy 
to meet war needs and conditions.’’ Subsequently his functions 
were extended to the foreign economic field (Executive Order 
9361, July 15, 1943). These comprehensive powers over the 
home front in war were considerably wider than those allotted 
to the War Production Board, but they were not all embracing. 
Military strategy and international affairs generally were not 
included, and the Director could not determine the size of the 
forces, except indirectly (although on at least one occasion he 
was able to secure releases from the forces for civil employment, 
in the non-ferrous metals mining industries) .*® 

In practice, the Office of War Mobilization was able to 
impose considerable checks upon the necessity and justification 
of the Services’ procurement plans. Procurement review boards 
were established in the Services with the Director’s representa- 
tive on each. A Joint Production Survey Committee was set up 
immediately under the Joint Chiefs of Staff to serve as the 
main body linking production to strategy. Particular programs 
were curtailed or eliminated, in some cases by the Director’s 
personal intervention.” In the field of economic mobilization, 
Byrnes’ role was essentially to take note of disputes only when 
they became sufficiently serious to justify action by him. One 
distinguished and influential post-war report on defense machin- 
ery, that by Ferdinand Eberstadt, states that the Office of War 
Mobilization and its successor, the Office of War Mobilization 
and Reconversion, acted “rather as moderators and adjusters 
of particular disputes between the claimant agencies than as 
active sources of general supervision.”’® This was a role that 

25 Industrial Mobilisation for War, op. cit., p. 554. 

2 H. M. Somers, Presidential Agency: The Office of War Mobilisation and Recon- 


version (Harvard University Press, se, 1950) is a most valuable inter- 
pretation and history of the role of the Office of War Mobilization. 


27 79th Congress, 1st Session, Senate Committee Print. Unification of the War 
and Navy Departments and Post-War Organization for National Security: Report 
to Hon. James Forrestal, Secretary of the Navy. U. S. Govt. Printing Office, 
Washington, 1945. (Hereafter referred to as the Eberstadt Report, after Hon. 
Ferdinand Eberstadt, its principal author), p. 27. 
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was chosen quite deliberately, and perhaps very wisely in all 
the circumstances by Byrnes, in the face of considerable pres- 
sure from Congressional Committees and elsewhere urging him 
to ‘run war mobilization,”’ as the Truman Committee put it. 
He kept his agency very small, worked in close harmony with 
the Director of Economic Stabilization (Mr. Fred M. Vinson), 
and avoided both executive operations and central planning 
wherever possible. It is generally agreed that within the sphere 
of action he set for himself, the Director of War Mobilization 
achieved considerable success. Certainly the organization of 
the war effort proceeded more smoothly after the establishment 
of his office. 

Nevertheless, there remained a gap in the machinery, which 
could only have been filled by a body like a War Cabinet, 
capable of bringing together the strategic, foreign policy, 
economic and political elements that go into the waging of 
war, and assisted by regular manpower and resources budgeting. 
The Eberstadt report drew attention very sharply to what it 
regarded as serious deficiencies; foreign policy and military 
policy were not closely related; there were gaps between strate- 
gic plans and their material implementation; there were no 
plans for the effective over-all allocation and use of manpower; 
there was no regular review and co-ordination of the military 
program as a whole; and there was no definitive program of 
civilian requirements.” Most other commentators upon the 
United States wartime record have made similar criticisms, and 
have expressed the opinion that waste of resources, energy and 
money resulted from these shortcomings. 

These criticisms all have some basis in fact. Nevertheless, it 
can be doubted whether these weaknesses had as serious con- 
sequences as these critics thought. A framework did emerge 
out of the struggle of agencies and personalities, and an effective 
war effort was developed. The harmonies of other Govern- 
mental systems may have been often more apparent than real, 
and concealed conflicts which were not the less acute. Further, 
the United States did not begin to reach the limits of its re- 
sources until 1944; at no stage had conditions of general short- 
age comparable to those of the United Kingdom developed 


% Op. cit., Final Report, p. 290. 
® Ob. cit., pp. 25-28. 
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and there was not the same necessity to measure progress 
against resources and to plan them ahead. Until 1944, there 
had been specific materials problems and some bottlenecks in 
facilities, but there was no acute general manpower shortage. 
In 1944, the economy was becoming strained, and closer con- 
trols might have become necessary; but the war ended shortly 
thereafter. 

In the United States, weaknesses in the machinery for plan- 
ning the over-all allocation of resources did not prevent the 
development of a great war effort. They did however mean 
considerable frustration and internal turmoil during World 
War II which might well have been less had there been some 
general agreed plan. It may well be that the devices which 
were good enough then would not prove adequate in the event 
of any longer, more bitter struggle. In the last war, however, 
it seems doubtful whether the course of events would have been 
very different, if there had been a general plan in operation. 


CONCLUSIONS 


The author does not propose to submit any universal plan 
for running a war as a result of these brief comparisons, nor is 
there sufficient space to engage in much searching for reasons 
for the similarities or differences shown. Most of them can no 
doubt be readily explained by referring to the absence of a 
threat of actual invasion to the United States and the extent of 
the resources of that country, while political and constitutional 
differences such as the principle of the separation of powers 
might also have been of significance. These are, however, very 
much matters of opinion. 

However, the author would like to refer to several conclusions 
or opinions which he has formed in the course of this study, 
partly at least in recapitulation of what has been said earlier. 

In the first place, the study does perhaps indicate something 
about the conditions in which central planning can be really 
effective and is most needed. The systematic budgeting of 
resources against requirements is a useful exercise in peace or in 
periods of partial mobilization, and can sometimes suggest 
lines of policy which differ from those which might otherwise be 
followed. But there are too many contingent and variable 
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factors beyond our control to permit too great a reliance to be 
placed upon these techniques as a guide to practical policy. A 
condition of over-all scarcity of resources, such as tends to 
arise in the course of a prolonged and severe war, makes the 
introduction of controls covering the major part of the economy 
possible, widespread public co-operation can be obtained, and 
the planning and direction of the allocation of resources be- 
comes both practicable and necessary. Such a condition did 
not come to prevail fully in the United States during the last 
war, and in the United Kingdom and Australia not until some 
time after the actual outbreak of war. 

Another conclusion that does stand out is that critics of the 
administrative arrangements which existed in the United States 
in the last war were unduly severe in their strictures. Much of 
what they said about the absence of systematic central planning 
was sensible and relevant, but it does not seem to have mat- 
tered too much in the particular circumstances in which the 
United States was placed. However, had the war been longer 
and more severe in its direct impact upon the United States, 
the absence of such arrangements might have mattered a great 
deal and presumably some improvements would have been 
forced upon them. 

Finally, if there is any conclusion at all about forms of ad- 
ministration, it would be to suggest the desirability in any 
future war of a combination of devices similar to those insti- 
tuted in Great Britain and Australia in the last war, which is in 
fact a system towards which the United States seems to have 
been moving progressively in recent years. Whether this would 
be appropriate to an atomic war is, of course, very speculative. 
However, there has been a definite trend of development in 
the United States. It may be said that it is now widely recog- 
nized, in the U.S.A. as elsewhere, that defense preparations or a 
war effort should be controlled within the framework of a total 
economic budget by the Government through a War Cabinet 
or similar institution, that the development of aggregate pro- 
grams and of particular plans within these programs should be 
controlled through bodies similar to the Lord President’s Com- 
mittee, and that efficient secretariats and planning services 
should be used. 

There have been developments in all three countries in these 
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directions, but those in the United States are the most striking. 
There the establishment of the National Security Council in 
1947 and the gradual enlargement of its functions since 1950 
is the most important single change. For the first time, the 
U.S.A. has what amounts to a small War Cabinet, with a 
secretariat and committee structure, which is able, if the Presi- 
dent of the day allows it to work that way, to reach decisions 
upon those problems of defense, foreign and domestic policy 
which are of the greatest concern to the administration. The 
role of the Council in the field of domestic policy has not yet 
been as firmly established as in foreign and defense policy; but 
there is a clear presumption that in the event of war it would 
become the authority determining, under the President, the 
highest direction of the war effort, including the over-all! alloca- 
tion of resources. 

During recent years, the Office of Defense Mobilization 
which was established in December, 1950, has emerged as the 
principal agency which is concerned with the co-ordination and 
direction of a very wide range of programs on the home front, 
carrying out a role not very different from that of the Lord 
President’s Committee in Great Britain during the last war. 
Machinery of government has therefore been established in the 
United States in response to the needs of intensified defense 
preparations which resembles in many respects that which was 
set up in the United Kingdom in the war. 

There is, of course, nothing sacrosanct about this particular 
pattern. The author certainly would not wish to press any 
conclusions about these problems further than he has. It may 
well be that in fact he has already transgressed in this respect. 








THE PLACE OF PUBLIC ADMINISTRATION 
IN OVERSEAS TECHNICAL ASSISTANCE 
PROGRAMS 


Donald Wilhelm, Jr. 


ISTORIANS of the future are likely to marvel at (to use the 
H jargon of today) the underdeveloped nature of mid-twen- 
tieth century techniques for assisting the underdeveloped areas 
of the world. They will probably register astonishment that 
we of the present period were insensitive to errors glaring 
enough so that our intellectual apparatus should easily have 
detected them and our policy-making organs should with alac- 
rity have reacted to them. As Professor Friedrich has com- 
mented, ‘‘Since most of the common-sense notions regarding 
the working of political institutions and procedures are at least 
partially inaccurate, different and strictly scientific hypotheses 
should be developed by the political scientist. . . .”? And 
policy should be the gainer. 

This essay finds its context in the record of United States 
technical assistance in aid of industrialization in one Asian 
country (Burma). The focus in time is on the first six years of 
that country’s independent existence after it was freed from 
Western political control. Inference suggests that the findings 
may in some measure apply to other countries where compa- 
rable conditions exist. 


THE INITIAL WESTERN IMPACT ON BURMA 


It is well known that Western, and especially British, pene- 
tration in Burma significantly influenced that country’s sub- 
sequent economic as well as political and social development. 
The Western impact emerged from small beginnings. The Eng- 
lish and Dutch East India companies opened branches in Burma 
about 1627. “The branches were small and under junior mer- 
chants because the companies had settlements in wealthier 
lands . . .; moreover, the branches were closed from time to 
time because the disturbed condition of the country made 
steady trade impossible.’’? In 1677 the Dutch permanently 


1 Carl J. Friedrich, Constitutional Government and Democracy (New York, 1946), 
pp. 593-594. 


2G. E. Harvey, Outline of Burmese History (London, 1929), p. 121. 
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closed their Burma branches. The English branch closed in the 
same year and remained shut down until 1709, when the king 
(whose trade had suffered in consequence) blackmailed the 
British into re-opening the branch. But in 1759, through treach- 
ery, some 2,000 troops of the notorious King Alaungpaya 
exterminated the manager of the English branch and most of 
his staff. 

The East India Company was refused compensation for the 
murders, but the king (this time Naungdawgyi, son of Alaung- 
paya) allowed the Company in 1760 to set up a branch in 
Rangoon. In 1795 the British sent the first of a series of 
missions to Burma. The objects were to open up trade relations 
and to stop the enslavement of English ships driven into Burma 
ports. A treaty on the latter point was concluded in the same 
year, but was not subsequently observed. Other English mis- 
sions went to Burma in 1797, 1802, 1803, 1809, and 1811. 
Meanwhile, trade continued in spite of unsatisfactory diplo- 
matic relations and of considerable risk to traders, circum- 
stances which soon led to war. The British, as Wint says,® 


conquered Burma in three stages, the long coastal strips in 1824, 
the Irrawaddy delta in 1852, and Upper Burma . . . in 1886. As 
long as the British had held only Lower Burma, they did little more 
than occupy key points with military force and develop the port of 
Rangoon; when Upper Burma, the heart of the country, was also 
annexed, the influences of British rule fully played upon the land. 


The first Anglo-Burmese war was expensive for both sides. 
According to Christian, of 3586 British troops who landed in 
Rangoon on the initial expedition, only 150 were killed in 
action, but 3115 died of wounds or disease. The Second Anglo- 
Burmese war was mainly over treatment of British envoys and 
other British subjects and of shipping in Rangoon. This time, 
the British fared better; hostilities were soon terminated, and 
Britain annexed Pegu (the last maritime province remaining to 
the Burmese) by proclamation. Anglo-French rivalry in South- 
east Asia seems to have precipitated the third war.’ Formal 
hostilities ended in less than two months; Theebaw, the then 


* Guy Wint, The Pritish in India (London, 1947), p. 84 

‘John L. Christian, Burma (London, 1945), p. 36; of. also G. E. Harvey, 
British Rulei in Burma: "1824-1942 (London, uty pp. 19- 20. 

* D.G.E. Hall, Burma (London, 1950), p. 
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Burmese king, was exiled ; and by proclamation the last segment 
of Burma was incorporated into the Indian Empire. But da- 
coity delayed for five years the pacification of Upper Burma as 
a whole;® moreover, certain areas were in active revolt until 
1896, and some remote parts were not administered at all prior 
to World War II.’ 

For fifty-one years Burma was a part of India. In 1937, as 
a result of the Government of India Act of 1935, Burma became 
a separate unit of the British Empire with a considerable 
measure of self-government.* The new government got off toa 
rather promising start, but it had barely five years of grace 
before the Japanese invasion in 1942. 

Spectacular economic consequences followed the imposition 
of British rule in Burma. Particularly after the opening of the 
Suez Canal in 1869, Burmese rice cultivation 


expanded enormously in response to demands from the European 
market. More than 2000 miles of metre-gauge railways were built 
and operated by foreigners. During the . . . [twentieth] century 
rice exports have averaged more than 3,000,000 tons per year. Teak 
exports increased, the oil fields were developed, and the abandoned 
Bawdwin Mines, north of Mandalay, became one of the world’s 
largest producers of silver, lead, and zinc. Tin and tungsten mines 
were developed. . . .° 


But the Burman was “left pretty much a bystander in his 
own country.” It was primarily Indian labor and capital that 
extended the rice fields. Indian labor and European (primarily 
British) capital and managerial ability developed and operated 
most of the mines, sawmills, rice mills, and rubber plantations, 
as well as the river steamers and the railways. 

Moreover, Western self-government, as progressively intro- 
duced under British rule, hardly touched the great mass of the 
people, the villagers." Agrarian debt, and loss by the cultiva- 
tors of their holdings, increased until it was estimated that by 
1930 from two-thirds to nearly three-quarters of the land in the 
chief rice-producing districts was owned by absentees. Coupled 
with this was the advent of a system of “industrial agriculture”’ 


6 J. S. Furnivall, Colonial Pclicy and Practice (Cambridge, England, 1948), p. 71. 
7 Christian, op. cit., pp. 42-43. 

® Hall, op. cit., p.96; Harvey, British Rule in Burma, pp. 83-84. 

® Christian, op. cit., p. 44. 

1 Furnivall, op. cit., p. 266. 
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involving large-scale importations of Indian coolie labor for use 
in fields and rice mills.‘! There was a striking growth in crime 
and litigation.'* Disaffection and unrest among the Buddhist 
clergy was increasingly evident, as the Buddhist hierarchy lost 
much of its former control and internal clerical discipline 
weakened."* Corruption was rife in the lower administrative 
and judicial services of the Government.'* The Burmese stand- 
ard of living (as measured by such factors as per capita rice 
utilization and textile imports) actually declined ‘‘just when the 
Government was redoubling its efforts to promote welfare.” 
According to Furnivall, ‘‘the first effect of the economic forces 
liberated under British rule was to raise’’ the standard of living; 
but despite ‘‘the benevolent intentions of the Government,” 
the subsequent operation of these forces resulted in a failure to 
maintain the standard.*® 


THE COURSE OF INDUSTRY 


The development of factory industries in Burma was mean- 
while proceeding at a less dramatic pace. It is true that the 
early Burma branches of the Dutch and English East India 
companies were sometimes referred to as factories."* They con- 
sisted essentially, however, of warehouses and offices.” They 
were factories in the sense of trading stations where factors 
resided and conducted business. Shipbuilding was in some 
instances carried on, but probably without benefit of power- 
driven machinery. Soon after 1830, the English had established 
sawmills, possibly including steam-driven mills, in Burma. The 
first steam rice mill was erected in 1861. 

King Mindon, upon coming to the throne in Upper Burma 
following the war of 1852, purchased European machinery and 

11 Tbid., pp. 89-91. 

12 Wint, op. cit., p. 98; Harvey, British Rule in Burma, p. 38; Furnivall, op. cit., 
pp. 137- 138. 


8 Harvey, British Rule in Burma, pp. 25-27; Furnivall, op. cit., pp. 199f; 
Maung Maung Pye, Burma in the Crack A (Rangoon, 1951), p. 15; Wint, op. cit., 
99. 


p- 

4 Harvey, British Rule in Burma, p. 38; Furnivall, op. cit., pp. 172f. 

* Op. cit., p. xiii, and Foreword to J. Russell Andrus, Burmese Economic Life 
(Stanford, California, 1947), p. xii. Furnivall adds (ibid., p. vii) that ‘‘not infre- 
quently one hears suggestions that British care for native welfare {in Burma] is a 
new feature, a spasm of penitent imperialism on its deathbed. Nothing could be 
farther from the truth.” 

* Hall, op. cit., p. 67. 

Conference with D. G. E. Hall, January, 1953, Rangoon. 
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erected factories for the manufacture of lac, cutch, sugar, and 
cotton and silk piece goods. In 1898, after the political unifica- 
tion of the third war, the first factory for ginning cotton was 
erected; and the first cotton-seed mill was put up in 1900. 
Groundnut mills were subsequently established. Development 
of mining and timber extractive (as distinguished from proc- 
essing) industries was more rapid." 

By 1938, the number of factories, as defined by the Factories 
Act of 1934, had grown to over one thousand, employing some 
86,000 persons. The following table” breaks these down by 
major industries: 


TABLE 1 


Factories in Burma by Industries and 
by Numbers of Workers, 1938 





Factories Workers 





Textiles 5 2,650 
Engineering 57 9,764 
Minerals and Metals 18 7,656 
Food, Drink, and Related 700 43,562 
Chemicals, Dyes, Etc. 36 4,274 
Paper and Printing 16 2,477 
Processes Related to Wood, Stone, and Glass 124 11,375 
Gins and Presses 48 3,527 
Miscellaneous 15 1,198 

Totals 1,019 86,483 





Some two-thirds of the total number of reported factories 
were rice mills (they numbered 683), and these employed about 
half of the total factory workers. There were also small rice 
mills (often not large enough to come under the Factory Act) 
which served local consumption. Sawmills (with 117 reported) 
were next after rice mills in number of units and in total number 
of employees. There were also many smaller sawmills, as well 
as sawpits (where logs were sawn using human muscle-power).” 
Timber exports, like those of rice, were a major pre-war earner 
of foreign exchange. The largest cotton gin was owned by a 

#8 Furnivall, op. cit., pp. 45, 50, 64-65, 83-84. 

1” Adapted from Government of Burma, Annual Report on the Working of the 
Factories Act . . . in Burma for the Year 1938 (Rangoon, 1939). At this time the 


nub of the Factory Act’s definition was that a factory was an industrial production 


establishment normally employing twenty or more workers and using power- 
operated equipment. 


% Andrus, op. cit., p. 147. 
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British firm, which also ran the only cotton spinning mill in 
the country. There was only one sizable cotton knitting factory 
in Burma, and the only woolen factory was operated by the 
Government in one of the jails. 

Among engineering enterprises, the Irrawaddy Flotilla Com- 
pany and the Burma Government operated the two largest 
shipyards, and there were a few other small ones. The former 
organization also operated two foundries. The Burma Rail- 
ways repaired locomotives and built and repaired freight and 
passenger cars. The Government had an arsenal just north of 
Rangoon. There was a miscellaneous group of automotive body- 
building and vehicle-repair shops. It has been estimated that 
in all of Burma there were about one hundred electric power 
generating plants, of which only six were reported to be of 
more than 1000 kilowatts capacity.” 

There was a large and rather modern British-owned cement 
factory located at Thayetmo, the output of which made pre-war 
Burma more than self-sufficient in cement. There were two 
sugar factories: an unrefined sugar product known as jaggery 
was also produced locally. Although Burma exported substan- 
tial quantities of raw rubber, she had only two small rubber 
products factories, and large quantities of such products had to 
be imported. There were five match factories, a brewery and 
two distilleries, a starch factory, two aluminum pressed-ware 
plants, a soap factory, an umbrella factory, and four rope 
factories. ”* 

Factory industry was thus by no means unknown in Burma 
before World War II. Yet, in the words of the British-sponsored 
wartime Burma Government-in-Exile, Burma had achieved 
“little real industrialization.’’*4 Christian, referring to the same 
period, reaches a similar conclusion: ‘‘Burma has made little 
progress in industrialization.”’*® 


WAR, INDEPENDENCE, CIVIL DISTURBANCE 


“Seen as a whole,” says the historian Hall, ‘‘the battle for 
Burma was the largest single action fought against the Japa- 


*1 Thid., p. 149. 

22 Cited Andrus, op. cit., p. 150. 

23 Tbid., p. 155. 

24Government of Burma (Simla Government-in-Exile), Burma Handbook 
(Simla, India, 1944), p. 29. 

# John L. Christian, Burma under the Japanese Invader (Bombay, 1945), p. 136. 
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nese” in World War II.* He adds that, except for Japan her- 
self, Burma suffered more from the war than did any other 
Asian country. The economic effects he summarizes as follows: 


The Japanese occupation of Burma wrecked the country’s economic 
system. . . . Many of her towns were reduced to ashes by Japanese 
air-raids. Her oil works, mines equipment, and river transport were 
destroyed by the retreating British so as to be useless to the enemy. 
Allied air raids kept her railways out of action. The Japanese sys- 
tematically looted the country of machinery, scientific apparatus, 
and even furniture. All her normal external markets were lost. The 
complete stoppage of her rice export, through the failure of the 
Japanese to take it, led to mere subsistence farming. The wet zone 
suffered from a glut of rice while the dry zone starved. . . . The 
failure of the Japanese to export Burma rice and import urgently 
needed consumer goods caused the greatest distress, which was 
further aggravated by the chaos and uncontrollable inflation caused 
by the Japanese currency policy. . . .” 


Writing during the war, Christian commented that Japan’s 
greatest failures in Burma “have been in industry and trade.”* 
Andrus, from the post-war vantage point, gives a similar inter- 
pretation.” Especially revealing is a report issued in July, 1943 
by the Japanese-sponsored Minis' — of Commerce and Industry 
in Burma.* ‘The year 1942-43,” the report begins, ‘‘has been 
an eventful one for the Ministry of Commerce and Industry. 
The Ministry has concentrated its efforts during the year upon 
the industrialization of Burma, the improvement of trade con- 
ditions, and the attainment of economic self-sufficiency in the 
country.”’ With respect to industrialization, however, the report 
mentions only the stimulation of small-scale salt manufacturing 
(especially by solar evaporation) and encouragement of cottage 
industry, notably in the field of textiles. Possibly because 
the Japanese did not wish to foster factory-scale competition 
against their own well-developed textile industry, the Ministry’s 


2% Hall, op. cit., p. 172. The Burma campaign was also notable in that it saw 
“the world’s first major experiment in basing a complete campaign on transport 
aircraft.” (Wings of the Phoenix: The Offictal Story of the Air War in Burma 
[London, 1949], p. 104.) 

7 Hall, loc. cit. 

% Burma under the Japanese Invader, p. 354. 

® Op. cit., p. 335. 

* Contained in Government of Burma, Financial and Economic Annual of 
Burma (Rangoon, 1943), pp. 33-37. 
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emphasis is stated to have been on hand-spinning and hand- 
weaving. The main means of encouragement, and this was 
merely in the proposal stage, was to be distribution of raw 
material in the shape of ginned cotton purchased ‘‘from Nippon 
cotton firms.” 

Atter the British returned to Burma in 1945, vigorous efforts 
were started to rehabilitate the economy. In 1946, however, 
the number of operating factories, as defined by the Factory 
Act, was only 355, with some 32,000 workers. It was not until 
1951 that the number of factories again exceeded 1,000, and 
even then the number of workers (70,000) was still well below 
the immediate pre-war level.*? 

The political consequences of the war were likewise of great 
importance. Hall is clearly correct that the nominal independ- 
ence granted by the Japanese to Burma in August, 1943 ‘‘was 
at first accepted by many Burmans as the real article.’’*? 
Latourette feels that although the independence given Burma 
was “partly spurious,” still ‘‘the Burmese were accorded much 
leeway in the administration of their domestic affairs. They 
organized peasant unions and cooperatives and gained military 
experience both in cooperation with the Japanese and in under- 
ground opposition to them. Moreover, in Burma as in other 
countries the Japanese occupied, they “‘carried on intense prop- 
aganda against Western imperialism. This . . . strengthened 
opposition to the return of European rule.”** Even the pro- 
British Government-in-Exile stated that the ‘‘vigor and extent 
of nationalist sentiment in Burma may have been under-esti- 
mated by the British Government but the Japanese have not 
made this mistake. On the contrary they have exploited nation- 
alist sentiment with considerable skill.’’** 

After World War II, in spite of pressure from the newly 
installed Labor Government in England, the British author- 
ities in Burma did not move quickly enough to satisty the 
Burmese desire for the independence they had already tasted 

31 Based on data obtained in January, 1951 from U Sein, Chief Inspector of 
Factories, Government of the Union of Burma. The definition of a factory had 
now been broadened to include establishments with ten or more workers plus 
pomete eh = more workers without power. (Cf. footnote 19, supra.) 

33 eaneth Scott Latourette, The American Record in the Far East (New York, 
1952), pp. 54, 57. 


*4 Intelligence Bureau, Government of Burma (Simla Government-in-Exile), 
Burma During the Japanese Occupation (Simla, India, 1943), p. 17. 
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under Japanese sponsorship. In 1946, however, a Burmese 
delegation was invited to London to discuss Burma’s future. 
The talks led to an agreement of January, 1947, which set 
forth the objective of ‘‘a free and independent Burma, whether 
within or without the British Empire.’”’ Subsequent negotiations 
culminated in a treaty of October, 1947, providing for a com- 
pletely independent status for Burma.*® Burma thus became 
the first country since the United States and Eire to leave the 
British Commonwealth.* 

Meanwhile, in July, 1947, there occurred the murder of Aung 
San, the Prime Minister under the provisional government, 
and five of his ministers. Thus the new leadership had faced 
serious trouble even before independence was formally achieved 
on January 4, 1948.” This was only the beginning, since wide- 
spread civil disturbances soon commenced. No less than six 
separate insurgent factions were presently involved ;* of these, 
two were avowedly Communist, and more than one of the 
remaining groups may be assumed to have had Communist 
connections. In February, 1949, Insein, an immediate suburb 
of Rangoon and practically part of the capital city, fell to 
insurgent armed forces. By mid-1949 the insurgents had a 
large part of the country in their grip, and were astride the 
chief river and rail transport routes. The stranglehold that 
these groups had on the economy of the country is indicated by 
the fact that freight movements over the lines of the Burma 
Railways were almost at zero during several months of 1949, 

By the end of the year, the situation had improved consider- 
ably. But even in early 1953, internal security was still afar off; 
and a new complication now arose in the activities of Chinese 
Nationalist troops and guerrillas most of whom had originally 
taken refuge in Burma when mainland China fell to the Com- 
munists in 1949. The Burma Government charged that these 
forces, theretofore relatively quiescent, were engaging depreda- 
tions against Burmese villages, notably in the Shan States. 

%° For the texts of both the gore’ agreement and the treaty, v. Maung 
Maung Pye, op. cit., pp. 103-110, 154-16 

%* Frank N. and Helen G. T rager, Seve (New York, 1954), p. 4. 

7 Maung Maung Pye, op. cit., pp. 147-152, 170-175. 

% Government of the Union of Burma, Burma and the Insurrections (Rangoon, 
1949). This is the most useful single account of the insurrections. 


*Cf., for example, New Times of Burma (Rangoon), Vol. VIII, No. 43 (February 
26, 1953), p. 1; The Nation (Rangoon), Vol. V, No. 222 (March 1, 1953), pp. 1, 8. 
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On March 3, 1953, Prime Minister U Nu (who had succeeded 
Aung San after the latter’s assassination) announced that the 
problem would soon be appealed to the United Nations.“ On 
March 29, the Burma Government revealed that its Foreign 
Minister had delivered a note to the United States Ambassador 
in Rangoon requesting termination of the large-scale program 
of U.S. aid to Burma. The text of the note stressed that the 
Burma Government was appreciative of the materials and 
services already received under the program, and in a supple- 
mentary statement the Government emphasized that its action 
was “not intended in any way to cast reflection on existing 
programs” or on the activities of U.S. technical assistance 
personnel in Burma.*! While no official explanation was ever 
made public by the Burma Government as to the precise reason 
or reasons for terminating U.S. aid, it appears that the decision 
was prompted primarily by the continuing delay in ridding 
Burma of Nationalist Chinese forces, together with alleged 
partial U.S. responsibility in the matter. 

Although the United States (along with Britain and other 
countries, acting through the United Nations and otherwise) 
later took a very active part in helping to ameliorate the prob- 
lem posed by the Nationalist forces, the previous events proved 
to be irreversible. United States prestige in Burma had suffered 
greatly. Equally sobering, from the point of view of the strategy 
and tactics of technical assistance, was the fact that Burma had 
been prompted to deprive herself of aid vital to her industrial 
and general economic and political development. 


THE PATTERN OF TECHNICAL ASSISTANCE 


In early 1953, when the Burma Government requested an 
end to the official United States program of Burma aid, the 
principal technical assistance agencies operating in that country 
were three: the United Nations and its affiliated agencies; the 
U.S. Technical Cooperation Administration ; and a private U.S. 
consulting engineering company whose work in Burma was 
being financed jointly by the TCA and the Burma Govern- 


An English translation of the Prime Minister’s statement is given in New 
Times of Burma, Vol. VIII, No. 48 (March 3, 1953), pp. 1, 5; and The Nation, Vol. 
V, No. 224 (March 3, 1953), pp. 1, 5. 

41 New Times of Burma, Vol. VIII, No. 69 (March 29, 1953), p. 1; The Nation, 
Vol. V, No. 249 (March 29, 1953), p. 1. 
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ment.‘? The United Nations had in Burma a Resident Repre- 
sentative heading a staff of some fifty persons.** The staff 
included experts representing a number of the UN specialized 
technical assistance agencies. Work relating to industrial devel- 
opment was primarily, although not entirely, in the area of 
small-scale or cottage industries. The Burma UN staff did, 
however, include three experts whose work (relating to building 
materials research and production, and to the extraction and 
industrial processing of timber) was directly pertinent to the 
development of factory-scale industries. The UN program in 
Burma included provisions for sending Burmese for study 
abroad. Burma also benefited from various programs conducted 
largely outside the country by such UN organizations as the 
Economic Commission for Asia and the Far East, based at 
Bangkok, and the Food and Agriculture Organization, head- 
quartered at Rome. Many UN projects indirectly supported 
Burma’s industrial development even when they were not 
avowedly in that field. 

The U.S. technical assistance program in Burma had its 
inception in an agreement signed by Burma and the United 
States in September, 1950.‘4 At first the program primarily 
comprised emergency aid, but increasingly it shifted toward 
technical assistance projects. In terminology, the program met- 
amorphosed from ECA into MSA into TCA: under both MSA 
and TCA it was also known, officially and unofficially, as STEM 
(Special Technical and Economic Mission). As of May 31, 
1953, a month before the June 30 termination date requested 
by the Burma Government for the TCA program in Burma, 
total cumulated U.S. obligations for the Burma program stood 

42 Burma was at this time also arranging to participate in and receive aid under 
the Colombo Plan, which had been launched by the United Kingdom and the 
Commonwealth in 1950. Important from the technical assistance point of view 
was the work in Burma of such organizations as the U.S. Information Service, the 
British Council, and the Indian Information Service, and especially the libraries 
operated by these groups; for example, in August, 1953, the British Council opened 
a specialized medical library in Rangoon. Among private foreign organizations 
offering technical assistance in Burma, mention should be made of the Ford 
Foundation, which in February, 1953 installed a Resident Representative in 
Rangoon. Private foreign industrial and commercial concerns also in some in- 
stances provided technical assistance in Burma. 

43 United Nations Personnel in Purma (Rangoon, 1953), p. 1. 

44 American Newsfile (Rangoon), October 27, 1952, p. 2. For the text of the 
agreement and a description of the program in its early phases, v. Burma Economic 


Aid Committee, Basic Information about the ECA Program in Burma (Rangoon, 
1952). 
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at approximately $24.4 million. The projects fell in the fol- 
lowing categories :** 
TABLE 2 


Total Cumulated Dollar Obligations for the 
U.S. Aid Program in Burma through 
May 31, 1953, by Activity Account 


(In millions of dollars) 





Agriculture, Forestry, Fisheries 

Health and Sanitation 

Education 

Natural Resources 

Industry and Trade, including Handicraft 
Transportation, Communication, Public Works 
Public Administration 

General Projects 

Program Direction 

Miscellaneous Projects 


Ns Oo, RNP w 
Sowwwnrun 


-—wWwo: 


Total 24. 


= 





Projects specifically in the field of industry and trade were 
confined to two projects in village pottery improvement, one 
in training in textile weaving, and two relating to reorganization 
and expansion of the Government’s Industrial Research Insti- 
tute. On the other hand, as in the case of the United Nations 
program in Burma, projects in certain other fields (for example, 
those relating to transportation, communication, and public 
works) were calculated to have an important indirect supporting 
influence on industrial development. Moreover, certain projects 
in the other categories directly contributed to factory-industry 
development. For example, this was true of some of the six 
projects relating to rice storage, milling and processing; of the 
four projects relating to mechanized timber extraction and 
improved sawmilling ; and of the nine projects relating to manu- 
facture of biological, pharmaceutical, and vitamin products. 
In addition, the category of general projects comprised funds 
for the services of the consulting engineering company already 
mentioned, and that organization in turn undertook work which 
had a direct bearing on Burma’s industrial development. 

The program of the consulting engineering company repre- 


48 Adapted from Technical Cooperation Administration, STEM, Burma, Pro- 
gram Status Report, Summary through May 31st, 1953, pp. 1ff. 
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sented a response to the need felt by the Burma Government 
for the formulation of a comprehensive plan for the country’s 
subsequent development. In April, 1948, within a few months 
after Burma’s achievement of political independence, the Gov- 
ernment had published a Two-Year Plan.“ This, however, had 
been hurriedly drawn up, and the authors of the plan themselves 
stated that much more planning needed to be done. 

Following three-way negotiations between the Burma Gov- 
ernment, the U.S. Government, and the Knappen Tippetts 
Abbett Engineering Company,” a two-year contract was on 
August 6, 1951 entered into between the Burma Government 
and the company. The U.S. Government separately agreed 
to pay the dollar costs of the contract, while the kyat (local 
currency) costs were to be paid by the Burma Government. 
The main objective of the contract was the completion of a 
broad economic and engineering survey of Burma and the 
formulation of an over-all development program. Under the 
contract, the company was to perform six types of services: 
(1) a preliminary general survey and report, surveys and 
reports on particular proposed development projects, and a 
comprehensive report; (2) preparation of applications for sub- 
mission to such financing agencies as the International Bank; 
(3) the further development of specific engineering and other 
projects; (4) continuous engineering consulting and economic 
advisory services; (5) purchasing services; and (6) training of 
Burmese technicians. For the purposes of the contract, the 
company associated itself with a mining and metallurgical 
consulting organization, and an economic consulting firm. They 
acted in the capacity of sub-contractors. 

The first staff members of the mission arrived in Burma 
early in September, 1951, and technicians in most fields had 
been assembled by the middle of October. Three and a half 
months later, the group submitted to the Burma Government 
its preliminary report on a development program for the coun- 
try.” There followed a number of intermediate reports, in- 


Government of the Union of Burma, Two-Year Plan of Economic Development 
for Purma (Rangoon, 1948). 

“The concern subsequently became known as Knappen-Tippetts-Abbett- 
McCarthy, Engineers (K TAM). 

Agreement between the Government of the Union of Burma and Knappen Tippetts 
Abbett Engineering Company (New York, 1951), pp. 2-13. 

* Government of the Union of Burma, Economic Survey of Burma (Rangoon, 
1952), pp. 23-24. 
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cluding reports on specific development projects. On August 
25, 1954, a few days after the termination of the two-year 
period,” a comprehensive report was submitted. At the peak 
of its work in Burma, the company was employing over 150 
professionals and non-professionals there. The survey entailed 
U.S.-currency expenditures of nearly $2 million and a large 
additional local-currency outlay. 


PLANNING THE INDUSTRY PROJECTS 


The Two-Year Plan, already mentioned, had represented 
the first serious effort by the new Burma Government to plan 
for the country’s industrial development. The Plan had de- 
clared that ‘immediate steps must . . . be taken in regard to 
the rehabilitation of existing industries and the setting up of 
such new industries as are feasible on the basis of raw materials 
already known to exist in economic quantities.”*! The Plan 
went on to propose immediate steps toward the implementation 
of a dozen factory-industry projects, and further consideration 
of a number of other industrialization schemes. In addition, 
the Plan proposed a comprehensive survey of Burma’s natural 
resources and a program of economic research. 

The subsequent KTAM Preliminary Report, considering in 
more detail the problem of Burma’s industrialization, innumer- 
ated four major reasons why ‘‘Burma needs industrial develop- 
ment urgently.” The first reason was “‘to provide more pro- 
ductive work opportunities for her growing population and 
labor force.’’®? Agriculture, the report pointed out, had even 
before World War II been absorbing ‘‘as large a working pop- 
ulation as could be afforded a reasonable standard of living out 
of their produce at that time. In fact, the application of modern 
techniques might have reduced the number of people who could 
be provided with a livelihood on the farms, in the forests, and 


8 The contract went through to completion in spite of the Burma Government's 
request, already discussed for termination of the U.S. aid program by June 30, 
1953. Notwithstanding the general close-out of TCA-financed projects in Burma, 
agreement was also reached on completing a number of other such projects where 
they had already been initiated or where materials or technicians were already on 
the way to Burma. After the completion of the aig my | survey, both KTAM 
and its subcontractors arranged to do further work in Burma, to be financed 
solely by the Burma Government. 

51 Two-Year Plan for Econcmic Development of Burma, p. 21. 

52 Preliminary Report on Economic and Engineering Survey of Burma (New York, 
1952), p. 108. (Cited hereinafter as Preliminary Report.) 
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in the mines.’”’ Since that time, the population had grown. A 
considerable expansion of industry, as well as of public works, 
trade, services, and the like ‘‘will be required to provide pro- 
ductive work opportunities for this growing labor force.” 

The second reason why Burma needed industrial develop- 
ment was to increase productivity and output. “Increase in 
per capita output in the field of industry will raise the gross na- 
tional putput per capita output. Industry will raise per capita 
output in other fields by drawing surplus and unproductively 
employed labor from these fields.” The third reason was to 
reduce Burma’s vulnerability to economic fluctuations abroad. 
Pre-war Burma ‘‘was dependent on the production and export 
of a few key items—rice, petroleum products, a few minerals, 
and forest products. Unfavorable trends in world markets and 
prices for these items produced an unfavorable reaction on 
Burma’s domestic economy. Industrial development will intro- 
duce a better balance, and a greater stability in the Burmese 
economy.” The fourth reason was to reduce imports ‘‘of the 
type of consumer goods which can be efficiently produced at 
home,”’ so that a larger part of Burma’s foreign exchange could 
be spent “‘for industrial raw materials and machinery.” Indus- 
trial development was needed to conserve foreign exchange so 
that, in turn, an increased degree of industrial expansion could 
be achieved. ** 

The Preliminary Report made recommendations concerning 
twenty proposed factory-industry projects. These involved rice 
processing, fisheries products, salt, bamboo pulp and paper, 
re-rolled steel, brick and roof tile, groundnut oil, rubber prod- 
ucts, cement, glass, cigarettes, ceramics, soap, sugar, timber 
processing, caustic soda and chlorine, sulphuric acid, soft drinks, 
fertilizers, and jute products. Certain of the projects were the 
same as those in the Two-Year Plan, and others were adapta- 
tions of them. 

After the Preliminary Report was issued, the Burma Govern- 
ment established an Industry Sub-Committee to review the 
report’s industry proposals. The Sub-Committee made recom- 
mendations on the projects, and these recommendations were 


53 Preliminary Report, p. 109. The plans for Burma's industrial development 
actually went beyond the area of consumer goods. 
84 Tiid., pp. 111ff. 
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reflected in a subsequent KTAM Interim Report.** Other memo- 
randa and reports, mostly on individual development pro- 
jects or particular economic problems, followed in succeeding 
months, and then came the Comprehensive Report.® 

The report proper, which was in three volumes, ran to some 
1800 double-spaced mimeographed pages of text, plus several 
hundred pages of maps and charts. In addition, there were 
seventeen separately-bound project reports. These discussed 
in more detail some of the proposals made in the main report. 
The portion of the main report devoted to factory industry 
contained over 380 pages, not including numerous charts and 
tables; moreover, a number of the separate project reports also 
fell in the factory-industry field. 

The justification for industrial development contained in the 
Comprehensive Report, while otherwise similar to that in the 
earlier Preliminary Report, added one major point: the relation 
of industrialization to political or military upheavals abroad 
and to Burma’s national defense. The argument was that when 
international conflicts break out, the principal manufacturing 
nations are likely either to be unable to deliver the products, 
especially the munitions, needed by agricultural nations, or to 
make them available only at a higher price. This may place 
the agricultural nations “‘at the mercy of fluctuating war con- 
ditions and helpless to improve or maintain their . . . defense 
systems,”’” 

In addition to providing a general justification for industri- 
alization in Burma, the Comprehensive Report developed in 
some detail a set of criteria for the selection of particular 
industrialization projects for Burma. In part this took the 
form of a fairly conventionalized listing (material resources, 
labor force, power availability, and so forth) of requisites for 
successful industrial undertakings. More original was the ex- 
amination of basic technological relationships as they would 
apply in the Burma situation. The report treated two major 
aspects of this question. In the first place, it examined Burma’s 
natural resources and looked into the matter of what, in the 


58 Interim Report on Economic and Engineering Survey of Burma (Rangoon, 
1952). (Cited hereinafter as Interim Report.) 

% Comprehensive Report on Economic and Engineering Survey of Burma (Ran- 
goon, 1953, 3 volumes). (Cited hereinafter as Comprehensive Report.) 

5! Comprehensive Report, pp. 1570-1571. 
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context of existing technology (and qualified by the market 
situation), they were useful for. Second, the report analyzed 
the technological interrelatedness of project possibilities to each 
other.*®* 

Following this approach, the report evolved 45 ‘‘families’”’ of 
industries potentially suitable for Burma. Each “family’’ was 
based on Burma’s estimated needs and resources; and each 
constituted a technologically internally interrelated entity. In 
the case of the Jute Textile Manufacturing “family,” for ex- 
ample, jute fiber was to enter a jute spinning plant, which 
would produce thread. The jute thread would be fed into a 
twine and rope plant where it would be converted into those 
products. It would also be fed into a power loom plant, to be 
converted into jute textiles. The textiles would in turn enter a 
jute bag plant, for conversion into rice bags. Some of the other 
“families’’ (in the chemicals field, for example) involved much 
more complex technological relationships. 

The basic industrialization program was broken down not 
only into industry “families” but also geographically according 
to proposed plant location. It was also broken down into pro- 
posed implementation timing.*! The group of projects, taken 
as a whole, was conceived of as constituting a lorig-range indus- 
trial development plan. Much of the Long-Range Plan was to 
be carried out only after a considerable number of years, and 
some of it might (in the light of further investigation or chang- 
ing conditions) never be implemented. More modest in scope 
was the Intermediate Plan, composed of sixteen industry “‘fam- 
ilies’ selected from the Long-Range Plan. Of still more limited 
range was the One-Year Plan, made up of six high-priority 
industry projects which again had been chosen from the alterna- 
tives of the Long-Range Plan. The Comprehensive Report rec- 
ommended immediate implementation of these six projects, 
and concurrent preliminary steps to implement the projects in 
the Intermediate Plan. 


88 Thid., pp. 1582-1609. 
8 Thid., pp. 1610-1856. 
The term ‘‘plant’’ was used in its engineering sense and did not necessarily 
imply separate industrial establishments in each case. In respect to the Jute 
Textile Manufacturing “family,” for instance, all of the several required plants 
would at least initially be housed under one main roof. 
61 Comprehensive Report, pp. 1935-1939. 
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PLANNING AN INDUSTRIAL POLICY 


In addition to sponsoring the intensive economic and engi- 
neering planning of industrialization projects, the Burma Gov- 
ernment had not neglected planning in the equally important 
area of policy regarding the ownership and control of the pro- 
posed industries. The constitution of 1948 had made it clear 
that Burma, like the United Kingdom and several of Burma’s 
Asian neighbors, stood for socialization of basic features of the 
economy while still permitting considerable scope to private 
enterprise.*? The Two-Year Plan of the same year had under- 
lined the same principle.®* 

In June and September of 1949, Prime Minister U Nu made 
two significant addresses to Parliament on the subject of indus- 
trialization policy.‘ In his first statement, U Nu pointed out 
that ‘‘capital, technicians and business executives’’ were obvi- 
ously required for Burma’s industrial development. Since in- 
sufficient of these were available from within Burma, the only 
alternative was to get them from abroad. To this end it would 
be necessary to ‘‘discuss and enter into detailed agreements” 
with particular reference to (a) control and management, (b) 
training of indigenous technical and administrative personnel, 
(c) avoiding activities deemed not in the national interest, and 
(d) establishing conditions enabling foreign investors to operate 
without undue restrictions or handicaps. 

In his second address to Parliament, the Prime Minister 
reiterated that Burma needed outside help and participation 
in her industrialization. ‘‘We need not,” he said, ‘‘conceal the 
fact that we are quite immature in these respects and we must 
enlist the help of foreign countries both for men and material.” 
U Nu announced that the Government had adopted a “more 
definitive State Industrial Policy’”’ which was now the ‘‘declared 
policy of the Government in industrial matters.”’ The policy, 
embodied in a resolution of the Government’s Economic Coun- 
cil, had stemmed from the work of an Industrial Development 
Committee formed in 1948. In its report the committee had 
found that ‘‘the present situation of Burma is very dangerous 


*2 Government of the Union of Burma, Constitution of the Union of Burma 
(Rangoon, 1948), pp. 5, 59-60. 

*3 Two-Year Plan of Economic Development for Purma, p. 21. 

*« Both addresses were printed in English in The Purma Journal of Science and 
Industry (Rangoon), Vol. I, No. 2 (November, 1949), pp. 29-29e. 
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and almost desperate. Quite apart from the present disturb- 
ances [i.e., the insurrections], production is less than one-half 
of the pre-war level, and the surplus available for export is 
only about one-fifth. Yet a larger population is trying to main- 
tain a higher standard of living. . . . This cannot last.’*® The 
report stated that, “if we want to save Burma from economic 
ruin,’ the only feasible industrialization policy was a mixed 
public-private economic pattern based on both indigenous and 
foreign capital and managerial and technical skill. The Eco- 
nomic Council spelled out such a policy in some detail. 

Both in the Comprehensive Repori® and in more detail in a 
subsequent paper,” the present writer suggested that notwith- 
standing the promulgation of the Resolution on Industrial 
Policy, certain doubts had persisted in the minds of private 
enterprisers and others interested in fostering industry in 
Burma. It was recommended that the resolution (which was 
by then over three years old) should be brought up to date in 
the light of changed conditions; likewise that it should be re- 
vised so as to cover mobilization of indigenous and not merely 
of foreign capital; that it should consider the need for encour- 
aging expansion and modernization of existing enterprises and 
not only starting new ones; that it should be expanded to 
include not alone industrial development but also private and 
public-private development in agriculture, trade, and other 
fields; and that the revised resolution should be publicized 
both within Burma and abroad. 

Shortly afterwards, in the course of a National Day mass 
meeting in December, 1953, the Prime Minister announced that 
he had had a new resolution prepared. This substantially met 
the requirements of all of the recommendations of the preceding 
paragraph. 


6’ Government of the Union of Burma, Resolution of the Economic Council and 
Report of the Industrial Development Committee on Industrial Policy (Rangoon, 
1949), p. 5. 

® P. 227. 

% “Development and Administration of Industrial Policy in Independent 
Burma," Burma Commerce (Rangoon), Vol. IV, No. 43 (October 23, 1953), pp. 
777-784. 

® The full texts of the Prime Minister’s address and of the resolution were 
printed in English in New Times of Burma, Vol. VIII, No. 273 (December 2, 1953), 
pp. 1,4, 5;and in The Nation, Vol. VI, No. 138 (December 2, 1953), pp. 1, 4, 8. 
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THE IMPLEMENTATION LAG 


It is therefore no exaggeration to say that the Burma Gov- 
ernment had responded vigorously to the need for planning 
both industrialization projects and a framework of industrial 
policy within which the projects might be executed. In striking 
contrast was the Government’s failure, in the first six years 
after independence, to achieve rapid execution of the planned 
projects. 

The only new manufacturing plant established under Gov- 
ernment auspices between the end of 1947 and the beginning of 
1954 was a cotton spinning and weaving mill. The KTAM 
Interim Report found that the mill, although modern and well- 
designed, was operating at low efficiency.” 

In addition to establishing the one mill, the Government had 
embarked on one joint venture. After negotiations between 
the Government and the Burma Corporation, Limited (a Brit- 
ish concern), a new mixed public-private enterprise called the 
Burma Corporation (1951) Limited was formed.” This placed 
the Government in joint ownership and control of the great 
Bawdwin Mines (in the Shan States, near Lashio); the smelter 
at Namtu; and a related hydro-electric plant, railroad, and 
other installations. These facilities had been heavily damaged 
during the war, and the new joint venture was vigorously 
engaged in rehabilitating the properties and expanding output. 

In the latter part of 1953, the Burma Government concluded 
a seven-year management contract agreement with a British 
manufacturer of pharmaceutical products. The contract pro- 
vided that the British company would furnish architectural 
and layout assistance on a pharmaceutical plant to be built in 
Rangoon by the Burma Government and to be managed by 
the company during at least the initial seven-year period.” 

A number of other industry projects or proposed projects 
were at various pre-implementation stages of development. 
For example, the Government had for some time been negoti- 
ating with a British concern, the Burma Oil Company, Limited, 
with respect to converting the company’s Burma enterprises 
into a joint venture with the Government. Negotiations were 


© Interim Report, p. 58. 
7 Economic Survey of Burma, 1952, P 33. 
™ Burma Commerce, Vol. lV, No. 45 (November 6, 1953), pp. 833, 835. 
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in progress to form a public-private joint venture from the 
Burma Cement Company, Limited, another British concern. 
As in the case of the Burma Corporation, both these proposed 
joint ventures initially involved the transfer of existing pro- 
ductive assets rather than the creation of new ones. The Gov- 
ernment had announced its intention of establishing, on a 
joint-venture basis, a bamboo pulp and paper factory, three 
new sugar factories, and two new cotton spinning and weaving 
factories. And, for the most part independently of the Govern- 
ment, a number of private concerns had established or were 
contemplating establishing manufacturing facilities in Burma. 

In the six-year period from the end of 1947 through the 
beginning of 1954, in sum, the record on Government-initiated 
industrial development projects had been as follows: one Gov- 
ernment-owned cotton spinning and weaving mill had been 
built and was operating poorly; one mining and minerals- 
smelting joint venture, converted from a successful private 
foreign concern, was operating auspiciously; one management- 
contract enterprise, to produce pharmaceuticals, had been con- 
tracted for but not yet started; and there was a considerable 
number of other projects which were all, however, still in the 
pre-implementation stage. 

The Government had in 1952 established an expenditure 
goal of 150 million kyats (over $30 million) on industrial devel- 
opment by early 1955, not including expenditures for ‘‘mining 
and mining industries’”’ and quite apart from industrial devel- 
opment expenditures by the private sector of the economy.”? 
Judged either absolutely or in relation to this goal of the Gov- 
ernment, the record on implementation of industrial projects 
was not particularly impressive. If the Government were to 
buy into a number of existing foreign-owned or other private 
industrial enterprises, it might of course in that manner quickly 
obligate the amount implied in the goal; as already indicated, 
however, such an acquisition of assets would not itself consti- 
tute new industrial capital formation. 

Some ingredient was evidently missing in Burma’s indus- 
trialization program. 


72 Government of the Union of Burma, The Pyidawtha Conference (Rangoon, 
1952), p. 35. The target date was somewhat flexibly set as between August, 1954 
and August, 1955. 
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THE ADMINISTRATIVE SITUATION 


The Comprehensive Report pointed out that anybody thinking 
of participating in Burma’s industrial expansion (whether in 
terms of a private enterprise or a joint venture, management 
contract, or other arrangement with the Government) would 
wisely require official determinations on a number of matters 
such as the following: effect of existing security conditions; 
freedom, for a defined period, from nationalization of the 
enterprise, and from Government competition; taxes; avail- 
ability of Government loan or equity capital participation; joint 
venture or management contract terms; import licenses for 
needed equipment and supplies; tariff relief at least in certain 
cases; visas for required foreign technical or managerial per- 
sonnel; right of such personnel to send home part of their 
salaries; right to remit abroad a portion of profits; permission to 
make preliminary plant surveys in Burma; and availability 
from Government sources of data on markets, labor, raw mate- 
rials, and the like.”* 

To a large extent the foregoing elements constituted the 
“stuff” of Government implementation of industrialization 
plans in Burma. A realization of this fact, and mounting evi- 
dence that all was not well in the Government’s effort to deal 
with these problems, was what chiefly pointed to the need for 
examining the Burmese situation in public administration. 
The examination was first directed to the over-all organization 
of the Burma Government’s executive department. Exhaustive 
inquiry revealed that nowhere in the Government was there 
any inclusive organization chart of the executive department. 
Only a few ministries possessed information about their own 
internal organization. It was therefore necessary to start almost 
from scratch to determine the organization of each ministry 
and, building from that information, the organization of the 
executive department as a whole. A complete organization 
chart, the first since independence, was eventually constructed. 

Analysis of the finished chart immediately suggested the 
need for a number of changes in the over-all ministerial struc- 
ture. More urgent, however, was the need for improvements 
within individual ministries. The report found that the internal 


7 Comprehensive Report, pp. 228-229. 
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organization of many of the ministries was such as to foster 
“undue deliberation, an excessive number of lateral clearances, 
delays, and blurred responsibility and accountability. . . . In 
some instances, nobody seems clearly to be in charge of any- 
thing.’’’4 

This last characterization was particularly applicable to the 
very ministry most closely concerned with Burmese industrial 
development, namely, the Ministry of Industries. The report 
recommended numerous administrative improvements in the 
executive agencies, including the Ministry of Industries and 
its affiliated Industrial Development Corporation. 

Another problem standing in the way of successful imple- 
mentation was the almost complete lack of inter-ministerial 
coordination machinery except at the Cabinet level. This was 
a serious matter since as many as a half-dozen ministries were 
likely to be involved in the implementation of a particular 
industry project, and since answers needed to be given in 
logical and time-phased relationship with each other. 

Perhaps the most depressing aspect of the administrative 
machinery was at the local level of organization and methods 
in individual offices. A preliminary Comprehensive Report draft 
defined the situation as follows :’° 


. . . In perhaps a majority of the ministries, office organization and 
procedure are in a deplorable state. Office layout, equipment, and 
staffing plans are such as might in developed countries have been 
considered obsolete fifty years ago. Papers and records, instead of 
being kept in modern filing equipment, are stacked on long tables. 
This wastes office space, dissipates staff time, results in lost and 
deteriorated records, prevents bringing all pertinent information to 
bear in decision-making, and delays implementation. Scarcity of 
typewriters, calculating machines, card files, . . . and similar equip- 
ment wastes manpower and slows up work. Office procedures, as 
measured by the number of times papers are handled, the methods 
used to process them, or the time required to complete action on 
them, are often equally bad. 


Investigation meanwhile revealed some striking facts which 


™“Tbid., p. 206. 
7% For reasons of tact, this passage was omitted from the report as finally sub- 
mitted to the Burma Government. 
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helped account for the general lack of awareness of the situation 
in public administration. For example,” 


while dozens of economics and business majors graduate each year 
from the University of Rangoon, there is in all of Burma not a 
single college-level course in public administration. Likewise, in 
only a few instances have State scholars [sent at Government ex- 
pense for training abroad in any of a variety of subjects] been receiv- 
ing public administration training. Again, while the various techni- 
cal assistance groups in Burma have been training counterparts in 
economics and other fields, no such training has been requested or 
received in public administration. Moreover, while Burma has in 
late years become . . . notably economics-minded, the modern sci- 
ence of public administration is in Burma still virtually unknown. 


In addition to recommending numerous changes in the Gov- 
ernment’s administrative machinery, the Comprehensive Report 
therefore proposed a vigorous training program. Courses in 
public administration were to be established at the University 
of Rangoon and at Mandalay College; an Institute of Public 
Administration was to be set up under the Ministry of Home 
Affairs to conduct public administration in-service training and 
research; and State scholars and mature Government officials 
were to go abroad for public administration study and practical 
observation.” 

Examination of the foregoing defects soon led to the notion 
that there must be some connection between the administrative 
situation and the relatively slow progress of Burma’s post- 
independence industrialization. A comparison with other pos- 
sible explanations tended to strengthen this view. For example, 
lack of economic or engineering planning did not appear to be a 
key factor in the delays. The Government had, as already 
indicated, sponsored elaborate and costly economic and engi- 
neering planning of both a general and a specific-project nature; 
and although much of the planning was relatively recent, plans 
for a number of industry projects had for sometime been avail- 
able to the public, and even longer to the Government itself. 
Likewise, as previously noted, the Government had not been 
inattentive to the need for an industrial policy providing scope 


% Donald Wilhelm, Jr., ‘Public Administration and Independent Burma,” 
Burma Commerce, Vol. 1V, No. 37 (September 11, 1953), p. 657. 
™ Comprehensive Report, pp. 218, 219, 233. 
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for private, mixed private-public, and public industrial devel- 
opment; it had evolved such a policy and progressively im- 
proved it. A third possible factor, shortage of capital, may in 
certain cases have interfered with the implementation of private 
or mixed industrialization projects; but for the time being there 
were ample public funds available for Government-initiated 
projects, and it was in these that the lag appeared greatest. 

A fourth factor, civil disturbance, was more serious. Insur- 
gency exercised a generally depressive effect on the post-inde- 
pendence Burmese economy, including the industrial sector. 
In two respects, however, public administration could itself 
contribute to the suppression of lawlessness: the armed forces 
needed better internal administration for increased effectiveness ; 
and they and the agencies administering the development pro- 
gram required improved mutual coordination devices so that 
development projects could be designed, scheduled, and exe- 
cuted with full regard to security conditions and maximum 
protection against terrorists. 

A fifth possible factor was the shortage of trained and ex- 
perienced personnel, which the Comprehensive Report had char- 
acterized as ‘‘the greatest obstacle to the development pro- 
gram.’”’§ This factor again was in large measure itself a problem 
of public administration. Among the categories of specialized 
personnel in which there were shortages, public administration 
was perhaps the most serious; indeed, there was scarcely any- 
body in Burma trained in public administration in the modern 
scientific sense. Mcreover, improved public administration 
could be expected to contribute to more efficient utilization of 
other types of scarce personnel, and would to that extent help 
relieve those shortages. This point was particularly important 
in a country like Burma where the Government operated im- 
portant sectors of the economy. Finally, since Burma was 
naturally reluctant to employ aliens in key administrative 
positions in the public service, it was commensurably more 
difficult to remedy shortages of public administrators than of 
many other types of scarce personnel. 

Gradually it became clear that the executive department 
of the Burma Government was by no means in administrative 
readiness for vigorous implementation of Burma’s ambitious 

% Tbid., p. 236. 
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industrialization plans or of her general program for eco- 
nomic development. The condition of her public administration 
emerged as one of the major factors retarding her industriali- 
zation. That it may indeed have outranked any other factor in 
importance was suggested by an inspection of other delaying 
elements, which appeared either to have been of secondary 
importance or themselves to have been largely a product of the 
administrative situation. 


THE VICIOUS CIRCLE 


In view of the foregoing circumstances, it is surprising to 
find that the new nation had up through 1953 devoted little 
attention to the problem of administrative improvement in the 
executive agencies of its central government. A vicious circle 
seems to have prevented decisive action by the Burma Govern- 
ment to improve public administration: the theory and practice 
of modern public administration being practically unknown in 
Burma, the country’s leaders failed to recognize the importance 
of mobilizing for improved administration in aid of the economic 
development program; the prevailing unawareness of the needs 
of the situation helped to perpetuate unawareness. 

The KTAM Preliminary Report contained a few remarks on 
the need for better administration, including the comment that 
the new Government might well sponsor a study ‘analogous to 
that carried out by the Hoover Commission in the United 
States.””® The Interim Report had observed that ‘‘a mechanism 
in Government for actual implementation is either lacking or 
is not functioning properly.’ When he was in Burma in 1953, 
Dean Philip W. Thayer, of the School of Advanced Interna- 
tional Studies of The Johns Hopkins University, had suggested 
that an administrative survey should normally have preceded 
the inauguration of any general program of technical assistance 
in Burma, as in any other underdeveloped country.®! The 
United Nations had sponsored a brief administrative survey in 
Burma, conducted in late 1952 and early 1953, but the results 
were submitted only in 1954, as a confidential report to the 


Preliminary Report, p. 221. As early as April, 1948, the new Government had 
appointed a Committee for Reorganization of the Administration, but the com- 
mittee had confined itself almost entirely to local administration. 

% Interim Report, p. 114. 

1 Conference in Rangoon, July, 1953, and subsequent correspondence. 
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Burma Government.®? The Burma TCA mission had projected 
a public administration training program for the University of 
Rangoon (the writer was asked to assume charge of it), but the 
Burma Government’s decision to renounce further U.S. aid 
prevented the carrying out of such a plan. The Comprehensive 
Report had, as already indicated, examined the problem of 
Burma’s administrative bottleneck and had proposed improve- 
ments; but the analysis was a digression in the sense that the 
report was defined as an economic and engineering survey, and 
furthermore that the original contract had given no emphasis 
to public administration. 

The experience in Burma suggests the need for nothing less 
than a wholesale revision in the priorities of technical assistance 
there and in other countries where comparable conditions exist. 
There emerges a strong case for placing administrative training 
and improvement at or near the top of, instead of, as in Burma, 
toward the bottom of any list of urgent technical assistance 
measures for such countries. 

Technical assistance in the administrative field might indeed 
be established as a mandatory prerequisite for furnishing, or 
for continuing to furnish, other types of aid. The evidence 
suggests that in an administratively underdeveloped country 
such as Burma, administrative-type assistance can provide a 
major safeguard against the frittering away of the resources 
expended in providing other kinds of aid. Likewise, adminis- 
trative assistance may prove decisive in avoiding that disil- 
lusionment, sometimes culminating in totalitarianism, which 
arises when plans remain unfulfilled, and hopes kindled in the 
hearts of the people come to naught. 


8? The survey was conducted by George T. Jackson, of the Canadian Civil 
Service Commission. 




















THE ROLE OF THE PRESIDENT’S 
ECONOMIC ADVISER(S) 


Onofre Dizon Corpuz 


THE NOURSE CASE REVIEWED 


Ww appropriate variation to suit each case, the President’s 
economic adviser is faced with essentially the same ques- 
tion that confronts other “‘expert’’ advisers to political officers 
in the public service: What is his role? The literature and 
unpublished public administration thinking seem to have suc- 
ceeded in identifying the issues, and have formulated the ques- 
tion in this wise: Is the role of the economic adviser that, and 
only that, of providing analyses of economic facts and relation- 
ships in the national economy? Or, does his role include posi- 
tively assisting—beyond furnishing technical and objective 
counsel—the President in the latter’s economic program to 
“promote maximum employment, production, and purchasing 
power?”’! 

Of course, the concept of the thoroughly neutral civil servant 
has been annihilated over and over in the literature. And it has 
been lucidly pointed out that, as larger and more important 
segments of economic decision-making are brought within the 
public sector—which is to say, brought within the adminis- 
tration of the bureaucracy—there is urgent need for inventive 
origination of ideas and policy proposals by civil servants.? 

Since, however, inventive origination of ideas and policy pro- 
posals do not indeed characterize the actual conduct of civil 
servants, an inquiry into the reasons therefor, within the limits 
of our present problem, is relevant. 

We may initially pursue our inquiry in terms of the question 
as formulated in the opening paragraph. The Nourse era in the 
early life of the CEA provides us with most of the data and 
propositions essential to our discussion. We note that Nourse, 
first CEA chairman, has been interpreted as the exponent of the 


1 Section 2, Public Law 304, 79th Congress, 2d Sess. 

2 The term “origination” is borrowed from V.O. Key, “Politics and Administra- 
tion,” in L.D. White (ed.), The Future of Government in the United States (Chicago: 
University of Chicago Press, 1942), p. 150; cf. C.J. Friedrich, ‘‘Public Policy and 
the Nature of Administrative Responsibility,” I Public Policy (1940) 3. 
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narrow concept of the role of the President’s economic adviser.® 
As a matter of fact, there is ample evidence in the record to show 
that Nourse’s concept was actually broader than his critics 
make it out to be. He personally explains how the economic 
adviser’s analysis must extend beyond the narrow pale of 
strictly economic facts and relationships as follows: 


Synthesis of a sound and workable national policy requires the 
greatest realism in fitting the mechanics of economic theory to the 
human peculiarities of the persons through whom the actual eco- 
nomic process is conducted. The economist is dealing, in the future 
tense, with the mass behavior of 150 million . . . human beings and 
the individual behavior of a . . . number of executives who wield 
greater or less degrees of administrative power or influence. His 
cannot be an exposition which traces cause and result sequences with 
the mathematical precision of the natural scientist. . . . He must 
show in his synthesis a realistic grasp of whatever the psychologist 
has taught about normal and abnormal psychology plus such in- 
sights about incentive, motivation, and revolt as he has been able to 
gain from empirical labors in his chosen field.‘ 


Confronted by the demands and claims of political parties and 
interest groups, 


the Council must synthesize a policy which “‘on balance” holds 
greatest promise of practical workability. Furthermore, this must 
be presented in a way which will promote understanding and ac- 
ceptance by the several contending parties.§ 


He officially states, also, that: 


. . . [The CEA] constitutes an undertaking in the field of political 
science no less than in the field of economics.® 

. . . In particular, we trust that we may translate objectively to the 
representatives of the various business, labor and agricultural groups 
the purposes and methodology of the Government programs so that, 
instead of blind opposition which may arise through misunder- 


2 In, for instance, Warren Cikins, ‘‘The Council of Economic Advisers: Political 
Economy at the Crossroads,” IV Public Policy (1953) 96. It should be stressed 
that this point is only one of several in Cikins’ discussion, and his excellent anal- 
ysis does not stand or fall on it. 

4 Nourse, ‘Economic Analysis and Political Synthesis,’’ 94 American Philo- 
sophical Society Proceedings (1950), Appendix F in Nourse, Economics in the 
Public Service (New York: Harcourt Brace, 1953), pp. 498-499. 

5 ibid. 

6 CEA First Annual Report to the President (December, 1946), p. 1. 
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standing, there may always be constructive criticism, which will 
lead to useful adaptation.’ 

. . . Some business writers and economists may find easy sport in 
pointing out that the CEA takes into account “political considera- 
tions.’’ The Council strives constantly for the greatest degree of 
objectivity obtainable by economists in the public service. But we 
would be subjective indeed if we failed to recognize that the Employ- 
ment Act is an endeavor in political science no less than in econom- 
ics; that the whole range of questions touching why economic man 
acts as he does falls necessarily within the scope of our study; and 
that the raw materials which we have to process and synthesize in 
formulating ‘‘national economic policies” must pay attention to all 
three of these words and not only to the word “‘economic.’”* 


Confusion arises, because the above propositions constitute 
only one-half of the Nourse position, and especially since it is 
not the half which governed Nourse’s course of action when he 
was on the CEA. When the time for decision came, Nourse 
always decided and acted according to the following interpre- 
tation of the economic adviser’s role: 


The only real justification for [the CEA] within our government is 
to give it the unique nonpolitical role of making the conscientious 
scholar a technical aide to the executive branch or of bringing sci- 
entific analysis actively into the consideration of policy alternatives. 
If that interpretation is given up, the Council becomes a supernu- 
merary agency. The writing of the Economic Report of the President 
could be expeditiously done by the White House staff®... 
[Economic facts and issues are] to go through the strainer of the 
Council of Economic Advisers and then be politically processed in 
the office of the Chief Executive and be reprocessed, again in a 
strongly political atmosphere, by the Congress. When we have 
brought this sort of material [—+.e., the findings of scientific eco- 
nomic analysis] before the President’s desk, we shall have discharged 
our responsibilities under the Act as I see it." 


Nourse wrote the following draft of a letter of resignation, 


1 ibid., pp. 16-17. 
- re Third Annual Report to the President (December, 1948), p. 28, and see 
also p. 26. 
® Grom Nourse’s comments on “Stabilizing the Economy: The Employment 
Act * 1946 in Operation,” XL American Economic Review Proceedings (May, 
1950) 189. 
Nourse, “Economics in the Public Service,"” XXXVII American Economic 
Review Proceedings (May, 1947) 26. 
11 Gbid., p. 26. 
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addressed to President Truman under date of November 12, 
1948: 


. . « I have indicated clearly in the past that I am suited to my 
present position only if it is intended to make the Council a strictly 
professional agency and to give it a really effective position as a 
channel for ‘“‘economics in the public service.”’ If it is in any way 
assigned a political role or to be allowed to stray over into political 
activities or lay itself open to political influences, you would want an 
entirely different kind of chairman.” 


It should not be surprising, then, that a consideration of 
Nourse’s mutually-contradictory views, and especially of the 
fact that the latter set of views prevailed as the rule for Nourse’s 
conduct when the time came for action, should lead some ob- 
servers to interpret Nourse in the manner adverted to above. 

Yet, such an interpretation is probably not very profitable. 
We may decide that an administrative officer adheres to this or 
to that principle of conduct or office, but that is little more than 
static classification. For the Nourse case was essentially more 
than a contest between two abstract concepts of administrative 
action ; the writer prefers, instead, to see the case as an incident 
of life in a volatile political process, wherein a special type of 
civil servant in a novel administrative device gropingly weighs 
his opportunities for public service against the hazards, many 
of them fatal, attendant thereto.* Thus, the self-contradiction 
in Nourse appears to be easily understood in human terms: in 
part as (a) Nourse’s hapless wish that the broader concept of 
the economic adviser’s role was easily achievable in real life; 
and in part as (b) an ultimate retreat from the unfriendly re- 
alities of a political process that metes out to the government 
scientist the same exacting treatment that it gives to the polit- 
ical opportunist. 

If we undertake our inquiry, within this view, we can embark 
upon a fresh study of the administrative situation, in which we 
take note of the persons as human beings, of their motivations 
and inhibitions, of the responsibilities attributed to them, and 
of the difficulties that need to be overcome for them to effectu- 


12 Nourse, Econcmics in the Public Service, p. 273. 

13 In this regard, perhaps it would be useful to remember that for the latter half 
of Nourse’s tenure as adviser to President Truman, the Congress was not of the 
President’s party. 
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ate those responsibilities. Here we make an early discovery: 
although there is agreement—in the literature, at least—that 
there is urgent need for policy origination by administrative 
officers, there is as yet no agreement anywhere as to what pre- 
cisely constitutes ‘‘policy,”” beyond the inconclusive concept of 
policy-making as involving value judgments. Similarly, there 
is still considerable difficulty on the part of the administrator or 
expert-adviser in ascertaining just what types of substantive 
policy propositions fall within the area of permissible policy 
origination. And finally, there is no agreement as to the mode, 
and the extent, of ‘‘origination.”’ 

Under such circumstances, origination of ideas or policies by 
the administrator or adviser is an extremely perilous enterprise, 
the performance of which it is impossible to compel in any 
legally enforceable manner. The officer, indeed, may have a 
strong desire for public service, either from personal or pro- 
fessional motivations, or both. But unless it is exceptionally 
strong, it will most probably be smothered by certain tricky, 
fickle and unpredictable elements that discourage origination 
and contribute to its failure. The most powerful of these would 
be: the dominant articulate popular sentiment; the alignment 
and respective strengths of special interest and party groups; 
the composition and organization of the Congress; and the 
personality and values of the political superior and of the ad- 
ministrator or adviser himself. And where is the administrator 
or adviser who is assured that these mercurial elements will 
settle down, balance each other, meet him cordially as he offers 
his proposals, and discuss the latter with the good faith and the 
scientific approach which he thinks necessary? It is clear that 
theoretical arguments showing the necessity for administrative 
origination are not enough. The administrator can hardly use 
such theories to exorcise the practical hazards that waylay him 
at every step in the process of origination. And we are still a 
long way from having devised procedures and organizational 
relationships and structures adequate to overcome those haz- 
ards. 

The preceding considerations should enable us to understand 
the economic adviser’s predicament, as well as his decision to 
confine his work to safe, “objective,’”’ ‘‘scientific,’’ economic 


analysis. For there is this subtlety in the “scientific analysis”’ 
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argument: far from being just a conceptual guide of conduct, 
it can also be the convenient retreat for the cautious economic 
adviser, a refuge from the challenge to originate and advocate 
policy, when he realizes that the risks of heroic response are 
too great for him. 


. . « The voice of experience tells me [says Nourse] that perhaps 
even in the longer run a certain amount of reticence in public is 
necessary for a Council member if he is to “live to fight another 
day.’’"* 


The above paragraphs indicate a bias which the author now 
makes explicit, namely, his belief that the controversy over the 
economic adviser’s role has often been waged over the ground 
of a faulty formulation of the question and basic issues. This 
applies equally to the formulation in the opening paragraph of 
this discussion. The arguments have polarized, so to speak, to- 
wards the extremes, so that the thinking has automatically 
skirted around the meat of the controversy. Thus, fashionable 
thinking successfully demolishes the Nourse position—+.e., what 
is taken to be the Nourse position: that the economic adviser 
shall stick to his economic last, and no more—and dismisses it 
as idealistic, impracticable, and unwise. 

To be fair to his critics, it should be stated that they recognize 
that Nourse’s position is not as constricted as it is here set 
down for illustrative purposes. Nonetheless, as it has been 
pointed out, the Cikins discussion (on this point) deals with 
what is regarded there as the 


. . . basic issue of economics as a science which underlies the Nourse- 
Keyserling dispute. . . . (italics added)"® 


Our interpretation of Cikins’ position seems confirmed by his 
subsequent discussion in the section which is revealingly entitled : 
“The Planner—Anonymous Scientist or Responsible States- 
man ?’’!6 

The Nourse argument, on the other hand, annihilates the 
adverse position—+.e., his own formulation of it, namely, that 


14 Nourse’s comments on “Stabilizing the Economy: The Employment Act of 
1946 in Operation,” XL American Economic Review Proceedings (May, 1950) 183. 

15 Cikins, op. cit., p. 95. 

6 ibid., p. 99. 

















PRESIDENT’S ECONOMIC ADVISER(S) 215 


a political synthesis of policy in which extra-economic consid- 
erations may prevail is 


. . « political disregard for or debauchment of economic data, anal- 
ysis, and objective evaluation.” 


Nourse also recognizes that it is quite possible to develop a 
professionally sound politically-oriented synthesis of policy 
around a core of economic synthesis."* In the end, nevertheless, 
Nourse’s position flows from the proposition that to step be- 
yond economic analysis and synthesis is ipso facto “‘out of 
bounds” for the professional economist. 


THE ECONOMIC ADVISER’S ROLE RE-ANALYZED 


Undoubtedly due in large measure to the polarization of the 
issues, the above debate is inadequate as an analysis of the 
problem of the economic adviser’s role, beyond indicating to us 
what is already commonplace in respectable public adminis- 
tration thinking. The view of the administrative situation 
spelled out earlier seems more promising, for our problem 
thereby lends itself to analysis in concrete and specific (though 
not exhaustive) terms, according to the vital concepts of admin- 
istration as process, the ecology of administration, and admin- 
istrative responsibility. Moreover, frugality of assumptions 
shall govern the resulting analysis, the first being that the 
economic adviser certainly formulates—originates, if you will— 
national economic policy. 

Then, should the formulation of policy within the CEA in- 
clude considerations beyond those called for by the standards 
of political economy?” In the first place, the adviser’s formula- 

“Economic Analysis and Political Synthesis,"” 94 American Philosophical 
Society Proceedings (1950), Appendix F in Nourse, Economics in the Public Service, 
p. 501. 

18 ibid. 

® supra, pp. 209 ff. 

2% The term “political economy” is used in preference to “economics,” or, some- 
times, ‘“‘economic science.’’ The point is that, for varying reasons, there is a tend- 
ency on the part of many students of Economics to regard their field of study as 
if it were another ‘exact science.” The historical development of this mode of 
thinking, starting from the era of the great “‘aggregative’’ economists (men like 
Smith, Ricardo, Mill, et al.), when the study was still called ‘political economy” 
and dealt with broad problems concerning the entire national economy, to the 
later period when economists dealt with ‘‘micro-economics”—involving details 


like precisely computed rates of interest, marginal utility concepts, cost curves, 
indifference curves, etc.—cannot be encompassed in this discussion. It is impor- 
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tion at this stage should be an approximation of a model policy 
for a model economy, for it is only in this way that the ‘“‘train- 
ing, experience, and attainments’ of the economic adviser 
required by the Employment Act of 1946”! are given useful and 
proper utilization. 

But to say that this theoretically-formulated policy, this 
“choicest pearl of scientific thought,’’ would suffice as the eco- 
nomic adviser’s offering to the President, overlooks well-known 
facts. First, that political economy is still unavoidably based 
on innumerable delicate assumptions about human and social 
behavior, so that competent political economists might honestly 
differ in their analyses and prescriptions. For instance, it is 
still a moot question among the practitioners of the profession, 
both in and out of government, whether the recent recession 
could have been checked and recovery hastened more effectively 
by tax and fiscal policies that accord with the “‘trickle-down”’ 
theory of investment, or with the ‘‘underconsumption”’ theory 
of economic disturbances. Second, that officers whose political 
survival depends on the acuteness of their sensitivity and the 
readiness of their response to political pressures, while they 
remain well-meaning men, will likely and often fail to grasp the 
significance of theoretical models, or fail to perceive the appli- 
cability of a theoretical analysis to the practical situation, and 
therefore fail to give to the economic policy a proper evaluation 
in balance with other considerations. 

Therefore, before this economic formulation reaches the Pres- 
ident, should the economic adviser consider extra-economic 
factors? If we agree that the economic adviser should have a 
responsibility of trusteeship for the policy which his abilities 
have developed, the answer to this question must be in the af- 
firmative. He must, in good faith, take account of the admin- 
istrative and legislative forces that would have material influ- 
ence in the struggle to secure for his policy recommendations 
the approval of his superior and of the legislature. He must 


tant to note only that in the latter era economists, by virtue of their subjects’ 
being amenable to analysis by methods and concepts resembling those of the 
physical sciences, began to think that economics was becoming an exact science. 
Thus, it is the economist of this latter disposition who would tend to use the 
“scientific analysis’’ argument, while the “‘political economist’’ would tend to re- 
gard his office in terms of a broader scope and with a clearer recognition of the 
policy-content involved in his recommendations to the President. 
31 Section 4 (a). 
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also look forward—although this is necessarily of less im- 
mediacy than the preceding—and take into account the fore- 
seeable reactions of groups that are to be affected by his 
economic policy, and upon whom in turn the successful imple- 
mentation of the economic program will depend. These state- 
ments are premised upon our second assumption, which should 
not be untenable, that it is possible for the political economist 
to accommodate the requirements of extra-economic necessities 
without rendering his economic analysis and synthesis nuga- 
tory. 

At this stage, then, we have a synthesis of policy with a hard 
core of economic analysis, but at the same time responding to 
the pressures inherent in internal and external administrative 
relationships, in so far as the professional standards of political 
economy may admit. It is neither pure theoretical economics 
nor vulgar politics. 

Next, shall the political economist also be responsible for 
trusteeship and advocacy of the President's economic program? 
Only the most daring commentator would be able to give a 
categorical answer to this. The writer submits that, under ideal 
circumstances—that is, with a President who consistently re- 
spects in good faith the expert analysis of his professional 
advisers, and with members of Congress who are motivated by 
national, in addition to local and special interests, and are 
therefore able and ready to accord consideration to the merits 
of a policy—the President’s economic adviser should sally 
forth under the presidential colors and educate the public and 
their delegates about the President’s program. But the ecology 
of administration in a democratic society is far from this ideal 
state. Therefore, one does not offer an answer, but a method by 
which to discover it; and this method requires a studious view 
of the situation in which the economic adviser operates. It is 
essential to this method that neither the perversity which af- 
flicts only the few, nor the superior virtue which is unattainable 
by the many, will be attributed to the persons in the situation.** 

This view enables us to realize that the hazards confronting 
the President’s economic adviser in venturing to act as trustee 
in public of the President’s economic program are too many, and 


23 The idea is adapted from Aristotle, Politics, IV, 11, 1295a. 
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too heavy, whereas capable political economists are too few. 
Besides, the guild of economists is reputed to be notably in- 
hospitable to venturesome personalities. The perils will be 
ignored only by intrepid advisers whose crusading loyalty to 
the President or to the program permits them to risk their 
professional and political positions with equanimity. This is 
only another way of saying what we have in effect said before, 
that unless definite social and political agreement is secured on 
the question of political advocacy by the President’s economic 
adviser, and rules of political behavior in this regard prescribed 
for and accepted by members of the Congress and Presidential 
advisers, the latter’s concern for their own survival will lead 
them to the haven afforded by the “scientific analysis’ argu- 
ment. 

So far, we have, unwittingly, assumed that the essentially 
economic synthesis of the economic adviser is reflected in the 
President’s own economic program. Suppose, however, that the 
latter, for considerations regarded by the Chief Executive as 
outweighing economic factors, is or seems to be contrary to his 
adviser’s economic findings and recommendations? 

Still less here than in the previous situation can we require the 
economic adviser to go to the Congress and the public, nor do 
we believe that he should. The adverse consequences of such a 
course of action, where the questioning process would surely 
reveal in sensational manner the contradiction in the economic 
adviser’s and in the President’s programs, upon the position of 
the President would be too serious to permit it. As for the pro- 
fessional check upon the technical content of the President’s 
program, we can be sure that the profession will furnish it. The 
President’s economic adviser should not be permitted nor re- 
quired to take the field against his superior—so long as the 
advisory relationship obtains—and be used as the political foil 
of the President’s political foes. We necessarily omit from dis- 
cussion the situation where the President might feel prepared 
to allow his adviser to be questioned in the Congress or to 
espouse his own economic synthesis before the public. 

Yet, if, as we have said, the President’s own economic pro- 
gram contains features or portions contrary to his adviser’s 
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primarily professional findings and recommendations,”* and the 
latter are not publicized, might not the economic adviser feel a 
demoralizing dread of being discredited by the profession?*4 For 
his colleagues cannot, on the basis of the economic program of 
the President alone, ascertain which portions were endorsed by 
him and which were not, and they might attribute to his author- 
ship not only those which are technically defensible, but the 
indefensible, as well. In addition, of course, the adviser might 
feel a sense of futility of his technical labors. There is probably 
no mechanistic remedy to this unfortunate situation. The ad- 
visory relationship in this case permits the adviser little more 
than an attempt to assuage his frustration by the thought that 
his responsibility for providing a professional economic synthe- 
sis to the Chief Executive has been discharged, and by the 
presumption that the President’s program was grounded on 
legitimate extra-economic bases. 

In fact, however, the remarks in the preceding paragraph are 
more pertinent to administrative positions other than the one 
under discussion. For the economic adviser’s reports are cur- 
rently published, independently of the President’s Economic 
Report to the Congress.** This relieves the adviser of some of 
the difficulties raised by the discrepancy between his and the 
President’s programs. His synthesis is professionally defensible ; 
the advisory relationship is unimpaired; and the President 
carries the burden of justifying his program on extra-economic 
grounds. 

But suppose, to avoid this burden, the President requires that 
the published report of his economic adviser support his own 
views on economic policy? We draw aid for this problem from 
the analyses of responsibility formulated by Professors Frie- 
drich and Finer. Happily, both commentators sustain our view. 
By the Finer methodology, the economic adviser (X) is respon- 
sible to the President (Z) for economic analysis, information, 


23 Discrepancies of this sort, of course, would be minimized, if at the outset the 
President had appointed as his adviser a political economist sharing his own basic 
values and philosophy. 

24 This aspect of the expert civil servant's responsibility is elaborated on in C.J. 
Friedrich, op. cit., pp. 12ff.; C.J. Friedrich, Constitutional Government and Democ- 
racy (Boston: Ginn, 1950), pp. 52-53 and 406-408; and noted in A. Maass, Muddy 
Waters (Cambridge, Harvard University Press, 1951), Introduction, p. 16. 

25 As is the current practice. It is perhaps strange that the practice was started at 
the suggestion of the President himself, over the misgivings of Nourse. —Nourse, 
Economics in the Public Service, pp. 216-220. 
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and advice (Y).*% Our formulation of Y is derived from the 
terms of the Employment Act of 1946. But, does not the ad- 
visory relationship require that Y shall be couched in terms 
satisfactory to the President? And does not the economic ad- 
viser’s trusteeship for his economic synthesis, which we required 
of him earlier (supra, p. —), do likewise? Our answer to both 
queries must be in the negative, if the President’s requirement 
means an emasculation of the technical economic portion of the 
adviser’s findings. In other words, it is a matter of degree. For 
in both cases, the justification for the economic adviser’s re- 
lationship to the President, and for the setting up of the CEA 
itself, is that his analysis, information, and advice must be 
based on professionally sound thought in the field of political 
economy. The peripheral portion of his recommendations, as 
seen by the adviser himself, may be modified to respond to 
relevant extra-economic considerations, but he loses his reason 
for being, when he allows his essential thought to be overruled 
by the extra-economic periphery. 

Under the Friedrich approach, 


. . . A policy is irresponsible if shown to have been adopted with- 
out proper regard to the existing sum of human knowledge regarding 
the technical issues involved. . . .” 


The Employment Act of 1946 (as amended) requires the eco- 
nomic adviser to be “exceptionally qualified,” by reason of 
“training, experience, and attainments,” to give economic 
analysis, information, and advice to the President. If, therefore, 
his recommendations were developed through the exercise of his 
professional qualifications and the application of his professional 
knowledge, and he in effect replaces them in public with a 
substantially contrary program, that program is clearly irre- 
sponsible in so far as it contradicts his own professional eco- 
nomic synthesis. 

The foregoing analyses show that the economic adviser can- 
not discharge his legal and professional responsibility and at the 


% H. Finer, “Administrative Responsibility in Democratic Government,” I 
Public Administration Review (Summer, 1941) 336. 

27 C.J. Friedrich, ‘Public Policy and the Nature of Administrative Responsibil- 
ity,”’ 1 Public Policy (1940) 12. 

%8 Section 4 (a), (c). 
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same time acquiesce to the President’s requirement. If it is 
impossible for him to achieve the former, he must resign. 


CONCLUDING REMARKS 


The above discussion does not provide a definitive answer to 
the question as it was raised in the opening paragraph, for the 
writer has shied away from such a formulation of the issues. 
Instead, it was suggested that the problem was basically related 
to human behavior in various specific situations, which were 
shown to be full of constraints upon administrative origination. 
Examination of the nature and degree of the constraints in 
each situation seemed to indicate reasonable answers to the 
specific questions that were raised. 

Besides, it is doubtful whether a definitive answer is possi- 
ble—or, if possible, wise. The issues of administration and poli- 
tics hardly ever confront us as either-or propositions. If Nourse 
did act on the belief that his role was that of the scientist, we do 
not see that his colleagues and successors have acted in the role 
of politicians debauching economic analysis. Roy Blough, for 
instance, was mostly economic scientist, but at the same time 
he tried to accommodate extra-economic considerations.” 

And the scene keeps changing. The organization of the CEA 
itself has changed,* relieving the chairman of some of the ad- 
ministrative pressures originating from having two administra- 
tively co-equal colleagues—which undoubtedly was distressing 
to Nourse on several occasions. Perhaps one can even make a 
good case for the view that Nourse’s conduct was desirable in 
his time for an agency that needed to demonstrate its possibil- 
ities for competent and, as required by the mood of the time, 
“non-partisan” economic analysis at the top level. It would, 
however, be unnecessarily stringent today. 

* Read his ‘Political and Administrative Requisites for Achieving Economic 
Stability,” XL American Economic Review Proceedings (May, 1950) 165-178. 
Other relevant discussions on the same subject are: P.J. Strayer, ““The Council of 
Economic Advisers: Political Economy on Trial,” ibid., pp. 144-154; Nourse, 
“Public Administration and Economic Mobilization,”” VII Public Administration 


Review (Spring, 1947) 85-92; and Nourse and Bertram Gross, “The Role of the 
Council of Economic Advisers,” XLII American Political Science Review (April, 


1948) 283-295. 
® As a result of the Reorganization Plan of 1953, in The Economic Report of the 
President, January, 1954; pp. 135-138. 




















PART III 
FISCAL AND MONETARY POLICY 

















THE HIGH PRICE OF GOLD 


John Lawrence Enos 


INTRODUCTION 


INCE the end of World War II there have been several 
programs designed to reduce, or even to eliminate, the 
dollar shortage—the chronic inability of the non-dollar world 
to export as much to the dollar area as it imports from it. On 
the part of the United States there have been a series of far- 
reaching but advisedly temporary assistance schemes, such as 
the Marshall Plan, for supplementing the dollar earnings of 
non-dollar countries. On the part of these deficit countries 
there have been incentives devised to stimulate dollar exports. 
But the retention and proliferation of import and exchange 
restrictions against the dollar indicate that the problem is far 
from being solved. Hence many plans have been conceived 
which, when put into effect, are claimed to reduce the dollar 
shortage. These plans can be classified into four groups accord- 
ing to the pragmatic question : who pays? 

The first group is that in which the burden is borne by a few 
non-dollar countries; the proposal is that there be convertibility 
of a few currencies into dollars. The countries with the con- 
vertible currencies are then liable to find that their currency is 
demanded not for the exports that it will command but for the 
dollars that it can be converted to. The British suffered just 
this drain upon their dollar reserves during the last few months 
of their experiment with convertibility in 1946. 

The second group of plans are those for general convertibility 
or for relaxation of restrictions against the dollar. In this case, 
the burden is widely distributed to all the soft-currency coun- 
tries, being borne most heavily by those countries which are 
furthest away from equilibrium in their balance of payments. 

The third group consists of those plans designed to spread the 
burden to dollar as well as non-dollar countries. These plans 
call for increased imports by the dollar area through the elimina- 
tion of import quotas and the reduction of tariffs and other 
impediments to trade. This is Trade, Not Aid. 

Finally, there are those plans in which the dollar area in 
general and the United States in particular bear the main 
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burden of the removal of the dollar shortage. One such plan 
is that of raising the dollar price of gold. In this paper, the 
author will attempt to investigate the effects of an increase of 
the dollar price of gold and will aim at a quantitative analysis. 
The paper will be divided into three sections; the first will dis- 
cuss briefly an article by one of the most articulate and re- 
nowned of the proponents of an increase in the dollar price of 
gold, the second will present the author’s own estimates of the 
price increase necessary to eliminate the dollar shortage, and 
the third will examine the effects of such an increase upon all 
those countries concerned. 


MR. HARROD’S ARGUMENT FOR AN INCREASE IN THE DOLLAR 
PRICE OF GOLD 


In a recent article! Mr. R. F. Harrod proposed that the 
dollar price of gold be increased. This recommendation was 
reached after a study of the disequilibrium in international 
payments, particularly in dollar payments. Concentrating on 
OEEC Europe, Mr. Harrod began to discuss soberly the rea- 
sons for the inability of Europe to close the dollar gap, the 
chief being the loss of income on invisible account and the 
deterioration in the terms of trade with regard to third-party 
areas which before the war had been a source of dollars or gold. 

But at the magic word “gold,” Mr. Harrod abandoned rea- 
son. Like the old-fashioned prospector, he could not resist the 
lure of gold. The prospector of our past would throw up his 
job on the civilized plains and, with a vision in his eye and 
equipped with nothing more than a pick, a shovel and a mule, 
head up into the rugged mountains in search of the yellow 
nuggets. So Mr. Harrod quit the cultivated area of economic 
analysis and, armed with a knowledge of elementary arithmetic 
and a firm belief that the United States stood morally obligated 
to purchase all the gold that he could bring forth,? headed up 
into the rarefied atmosphere of conjecture. Whether he hit pay 
dirt or not can be judged from a résumé of his argument. 

1R. F. Harrod, “Imbalance of International Payments,” International Mone- 
tary Fund Staff Papers, Vol. 111, no. 1, April 1953, pp. 1-46. 

2 “Before the war OEEC Europe, by having surpluses with gold producing 
countries or by obtaining gold in multilateral exchange, was able to pay her heavy 


direct deficit to the United States in gold. This was a natural pattern... . 
Ibid., p. 12. 
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The dollar shortage, according to Mr. Harrod, is currently 
of the nature of two billion dollars per year. This sum is a 
rough average of two related figures in the U.S. Balance of 
Payments; the first $2462 million (the annual average of the 
Balance on Goods and Services, calculated during the period 
from the beginning of 1950 until the middle of 1952), and the 
second $1611 million (the first figure minus the Net Outflow 
of Private Long-Term Capital).* 

After considering the magnitude of the dollar shortage, Mr. 
Harrod states that world gold production, outside of the United 
States and the U.S.S.R. in 1940 was $1189.7 million. 

Now, Mr. Harrod says, all that we have to do is to double 
the dollar price of gold and, mirabile dictu, the dollar shortage is 
eliminated.‘ 

This remedy is admirable in its simplicity but is dependent 
upon certain assumptions which it would be well to list. The 
first is that the United States will continue to purchase all the 
gold that is offered to it, that the nation has an insatiable 
appetite for the lumpy yellow metal. In the light of the past, 
particularly the years preceding the last war, this would not 
seem to be an unrealistic assumption. The only effect might be 
a change in the character by which the United States is recog- 
nized from Uncle Sam to Uncle Silas Marner. 

Somewhat less realistic are three additional assumptions that 
Mr. Harrod makes. The first is that the gold-producing nations 
do not increase drastically their imports of dollar goods with 
this new-found wealth. Looking at the experience of Australia, 
which indulged in an orgy of importation after the Korean war 
had hoisted raw material prices to new highs, we might expect 
some increase in total imports and in their dollar component. 

The second questionable assumption is concerned with the 
distribution of the produced gold. Somehow the major portion 
of the gold must fall into the hands of those countries which 
have a chronic dollar shortage if the shortage is to be elimi- 
nated. In the case of the United Kingdom and Australia this 
might hold true, but it would not necessarily hold for France 
and Italy, two countries with a consistent deficit. 

* Ibid., Table 1, p. 7. 


4 Tbid., p. 11; see also Mr. Harrod’s lectures in The Dollar, London: Macmillan, 
1953. 
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Finally, the assumption is made that all gold that is mined is 
automatically sold to the United States in order to balance 
current accounts. This allows for no building up of dollar or 
gold reserves, no purchase of dollar securities, no commercial 
uses of gold, and most importantly no hoarding. Yet the Inter- 
national Monetary Fund estimates that gold drains into pur- 
chases of dollar securities, into artifacts, and into hoards av- 
eraged 50 per cent of total gold production from 1945 through 
1950, 75 per cent in 1951, and 70 per cent in 1952.5 It could 
not be imagined that these drains would cease in any world so 
divided politically, economically, and spiritually. 


ESTIMATING THE INCREASE IN THE PRICE OF GOLD NECESSARY 
TO ELIMINATE THE DOLLAR SHORTAGE 


The author believes that Mr. Harrod’s assumptions that 
there will be no increase in dollar imports, that the gold will 
benefit those who most need help, and that all the gold that is 
mined is used to close the dollar gap are essentially unrealistic 
and therefore concludes that merely doubling the dollar price 
of gold will fail to eliminate the dollar shortage. But, rather 
than leaving the problem here, he will attempt in a systematic 
manner to determine exactly how great a price increase is 
necessary in order to remove the dollar shortage. 

The approach will be quantitative in nature, and therefore 
the results will have the advantage of being precisely deter- 
mined. As in any investigation of this type, those factors which 
can be measured are emphasized; the qualitative aspects of 
the problem are neglected in the analysis and can only be 
brought in after the initial results have been obtained. 

The author will attempt to include three elements in an 
effort to make the investigation as realistic as possible. To 
begin with, any increase in the price of gold will evoke an in- 
crease in the total output of the metal. This direct relationship 
between the price of a commodity and the amount producers 
are willing to supply is a natural phenomenon. 

Second, he will consider the propensity of earners of gold or 
dollars to increase their importation of dollar goods. To as- 
sume that the lucky nations will consciously and conscientiously 


* International Monetary Fund, International Financial Statistics, May 1953, 
p. ii. 
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deny themselves any material benefits from higher gold price is 
impractical. 

Third, the author will attempt to allow for leaks in the sys- 
tem, for disappearance of gold from the monetary scene. Since 
the factors governing leaks are largely outside the sphere of 
economics, any specific allowance will be subject to considera- 
ble criticism and so several alternate estimates will be made. 

The first relationship in the gold price model will be that 
between the U. S. dollar price of gold and the production of 
gold outside the United States and the U.S.S.R. Assume that 
the production of gold is dependent solely upon the price of 
gold and upon factor costs, i.e., that gold producers maximize 
profits. Therefore, 


q;(output of country i) = f [p (the $ price of gold), costs]. 


Let us further assume that factor costs themselves are depend- 
ent upon both the output and the price of gold, the relationship 
being direct. In countries where gold-mining is a relatively 
important industry, increases in the value of the mined gold 
will raise national income considerably and therefore will tend 
to raise wages and salaries in the nation as a whole and in the 
gold mining industry in particular. Since many of the impor- 
tant gold producing countries fall into this category, this as- 
sumption should not be too damaging to the analysis. Under 
these assumptions, the output of gold is dependent merely 
upon the price of gold; or stated mathematically 


qi= F (p). 


In order to obtain numerical answers, the exact functional 
relationship must be specified. To do this will require three 
statements. 

First, let us assume that the equation relating the output of 
gold to its price in dollars is of the form 


(qi)?= a (p — b) 


where a and b are parameters. This type of equation is good 
for two reasons; it is simple to operate on and it takes into ac- 
count the fact of diminishing returns, for the output varies 
only as the square root of the price. 

Second, the world production of gold (always excepting the 
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U.S. and the U.S.S.R.) is made up of the production of n nations 
each producing q million ounces; i.e., 


QO (world output) = 2 q;. 


i = 
The share of each nation in the world’s output is q;. We will as- 


Q 


sign the letter r; to this fraction. Let us assume that all the 
gold producers react in a similar fashion to an increase in the 
price of gold, in other words that each nation’s share of the 
total output stays constant. 

Third let us assume that the price elasticity for gold produc- 
tion is 0.4.6 This means that at present prices, a ten per cent 
increase in the price of gold will produce a four per cent in- 
crease in the quantity of gold; or mathematically 


dQ .p 
dp Q 


If we add to these three statements the fact that the price of 
gold is at the present $35 per ounce, and that at this price we 
have had an average output of $754.8 million or 21.58 million 
ounces of gold outside the U.S. and the U.S.S.R. in each of the 
last five years,’ we are able to evaluate the parameters a and b in 
the price-output equation ; this gives us the result 


Equation 1 Q?= 10.66 (p + 8.85). 
This curve is plotted in Figure 1.8 


= 0.4. 


6 J. Tinbergen estimates the supply elasticity for mining products, where there 
is a high correlation between prices and quantities, to be in the neighborhood of 
0.4. J. Tinbergen, Econometrics, Philadelphia: The Blakiston Company, 1951, 
p. 128. 

7 International Monetary Fund, so. cit., 

8 It seemed wise to test the hypothesis —. price to output in the light of the 
experience between the wars. In the early part of 1933, the purchase price of gold 
in U.S. dollars was increased from 20.67 to 35.00 dollars per fine ounce. In the 
period before the price increase, from 1929 through 1932, the annual average out- 
put of gold in the world (excluding the U.S.S.R.) was 625, 000 kilograms, or 20.5 
million ounces. (League of Nations, Statistical Year Book 1934/5. Geneva, 1935, 
p. 153; 1939/40. Geneva, 1940, p. 161; 1942/44. Geneva, 1944, p. 175.) Using 
these values, and assuming the same figure for the price elasticity (0.4), the con- 
stants a and b in the price-output equation were calculated. The result was 


Q?= 16.25 (p + 5.48). 
When a price of $35 per ounce is substituted into the formula, the calculated 
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FIGURE 1 
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The curve exhibits diminishing returns throughout its entire 
length but not diminishing price elasticities with increasing 
prices. At a price of $238 per ounce, the elasticity is 0.52; at a 
price of $270 per ounce it is 0.50. 

The second relationship in the model is that between the 
output of gold and the reduction in the dollar deficit. If there 
were no leaks in the system, the amount of gold used to reduce 
the dollar shortage would be identical to the amount produced, 
Q. Let us allow for leaks outside the monetary system and for 
additions to reserves by saying that a fraction of total output of 
gold, c, is not available for financing Current Account transac- 
tions. Therefore, the amount remaining, (1 — c)Q, is applied 
towards reducing the dollar deficit. We will assume that c is 
equal for all gold producing countries. 

Each nation that produces gold also imports dollar goods. 
We would expect an increase in dollar exchange to lead to some 
output is 25.7 million ounces. In the period 1933-1937, when the price was $35 
per ounce, the actual average production was 25.7 million ounces, the exact 
amount predicted. Adding in the year 1938 raises the average to 27.4 million 
ounces, 6.2 per cent above the predicted figure. In terms of the value of the 
annual production of gold, the average from 1929 through 1932 was $416 million, 
the predicted and actual averages from 1933 through 1937 were 900 million, and 
the actual average from 1933 through 1938 was $959 million. Since the equation 


predicted the actual result in one case, and came fairly close to it in the other, the 
hypothesis has not been disproved: 
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increase in dollar imports, although with some self-discipline 
on the part of the country the increase in dollar imports would 
be less in quantity than would be the increase in dollar ex- 
change. Now, let us assume that fofal imports into the gold 
producing countries do increase just as rapidly and to the same 
extent as do increases in the output of gold. The additional 
imports will amount to Qp dollars, of which (1 — c)Qp dollars 
is the value of the gold used to reduce the dollar deficit. We 
will also assume that dollar imports, i.e., imports which must 
be paid for in dollars, bear the same relation to total imports in 
the future that they have in the past. For example, a gold 
producing country which has in the past received 25 per cent of 
its total imports from the dollar area will be assumed to con- 
tinue to import the same percentage. This is in spite of the 
fact that its dollar earnings, actual and potential, have in- 
creased by 100 per cent of the value of the useful gold. This 
proportion of increased dollar imports to increased value of 
useful gold we will call e, and will state it as a fraction. Thus, 
with a value for e of 0.5, we will find that the country is spend- 
ing one half of each additional dollar earned through gold 
production on imports from the dollar area. We will assume 
that e stays constant for any single country for all ranges of 
gold output but will allow it to vary for different countries. 

If a country i spends e, of each additional dollar on imports 
from dollar sources, then (1 — e;) is left, and this country’s con- 
tribution towards removing the dollar shortage is (1 — e,)qip 
dollars, where allowance has already been made for leakage. 
The allowance for leakage is (1 — c) we recall, so the complete 
statement is that the reduction, s, in the dollar deficit caused 
by the production of gold in the producing country is 


(1 —c) (1 — e,)qip = s:. 


Earlier we stated that each gold producing country’s share of 
the total world output was r;; therefore the total reduction in 
the dollar deficit of the non-dollar world is the sum of the con- 
tributions of the individual gold producing nations; 


n 
(1 —c)Qp Ur(1 —e,) =S. 
i=1 
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Before we can be satisfied that we have a suitable equation 
relating the output of gold to the reduction in the dollar short- 
age, we must examine the mechanism by which the gold is 
transferred to the dollar area and exchanged for the dollar goods. 
We have assumed that the gold producing nations spend all of 
the exchange earned from gold sales on increasing imports. 
Some of the increase is in dollar imports, which are paid for in 
gold. The rest is in imports from soft currency nations, which 
are likewise paid for in gold. The contribution of the gold pro- 
ducing countries towards removing the dollar deficit is to pay 
for soft-currency imports in gold; the contribution of the soft 
currency countries is to sell this newly obtained gold to the 
dollar area. The reduction in the dollar deficit of the world 
takes place through the sale of gold to the dollar area by the 
non-gold producing soft currency nations. These are the very 
nations which now have deficits in their Balance of Payments 
vis-a-vis the dollar area. 

If these nations are to earn the gold from the gold producing 
countries, they must expand their exports by at least the 
amount of the dollar deficit. If they were able to obtain the 
desired expansion without having to increase their own imports 
from the dollar area, then their expansion in exports would be 
exactly equal to the reduction in the dollar deficit. The equa- 
tion that we derived above would be applicable in this case. 
This is rather an unlikely situation, however, because most of 
these countries are European nations which must import large 
quantities of industrial raw materials and foodstuffs to be able 
to export finished manufactured goods. Because of the value 
added at home, the expansion in imports of raw materials will 
not be as great as the expansion in exports of manufactured 
goods, but neither will the expansion in imports be negligible. 
The raw materials and foodstuffs are produced in both the 
dollar and the non-dollar areas and so will be paid for in both 
dollar and non-dollar exchange. If f; is the fraction of each 
dollar that a non-gold producing country j receives from a gold 
producer for its exports that it must turn around and spend 
for dollar imports of raw materials, then (1 — f;) is the amount 
that it has left to reduce its deficit with the dollar area. If f; is 
0.4, then 40 cents of each dollar received from the gold pro- 
ducer must be spent for additional dollar imports and (1 — 0.4) 
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or 60 cents remains for reducing the dollar deficit. The total 
reduction in the dollar shortage is measured therefore as 


n m 
Equation2 (1—c)Qp 2r(1—e,) Xt,(1—f;) =S 
i=1 j=1 


where t; is the fraction of the total value of useful gold that 
country j earns by its exports to the gold producing nations. 
This equation is the one that we shall use to describe the rela- 
tionship between the output of gold in the world outside the 
U.S. and the U.S.S.R. and the reduction in the dollar shortage. 

Our model is now complete, for we have two equations which 
between them take into account increases in gold production 
with higher prices, all-around increases in imports and exports, 
and demands for gold other than for purposes of Current Ac- 
count transactions. After assigning values to the constants 
c, e, r, t, and f, we can solve the equations so as to find the 
reduction that will accompany any specific price increase, or 
conversely so as to determine by just how much the price of 
gold should be increased so as to provide a specific reduction in 
the dollar shortage. 

A series of concrete examples are given in Table 1. In each 
case, we have chosen a certain dollar deficit and have calculated 
the price of gold necessary to eliminate this deficit, given the 
conditions listed in the table. 

The most startling fact that we are aware of is the magnitude 
of the gold price necessary to eliminate the dollar shortage; 
even in the mildest case, the dollar price of gold must be raised 
exactly four times, from $35 per ounce to $140 per ounce in 
order to fill the gap. If we followed Mr. Harrod’s urging and 
doubled the price of gold, we would only manage to reduce the 
dollar shortage by approximately $0.48 billion (Table 1, Case 6). 
Clearly, within the limits of the model, the dollar price of gold 
is a rather ineffectual instrument for eliminating the dollar 
shortage. 

The second observation concerns the value of each year’s 
gold production. At prices ranging from $140 to $290 per 
ounce, the annual output of gold is worth between $5.6 and 
$16.1 billion, or from seven to twenty-one times the value of 
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current output. The effects of an expansion of this magnitude 
in the gold mining industry would be sweeping. 
The third significant fact is the expansion in world trade that 


TABLE 1 


The Dollar Price of Gold Necessary to Eliminate a Given 
Dollar Shortage under Existing Conditions 








of World Trade 
Equation 1 Q*= 10.66 (p + 8.85) 
n m 
Equation 2 S=(1—c)Qp = ri(lt —e) 2 t(l — fj) 
i= j= 
Annual Output Fraction of Dollar Deficit 
Price of Gold, of Gold Gold Output to be Eliminated, 
in U.S.$ in millions Leaking from in bil. U.S. $ 
per ounce of ounces System per year 
Case (p) (Q) (c) (S) 
1 290 55.5 0.75 2.0 
2 180 45.0 0.50 2.0 
3 140 39.8 0.25 2.0 
4 290 55.5 0.50 4.0 
5 215 49.8 0.25 4.0 
6 70 27.8 0.50 0.48 





Existing Conditions of World Trade 


Average Fraction Average Fraction 
of World Output® of Imports 
Gold Producing (less U.S. and Originating in 








Country Groups* U.S.S.R.) Dollar Area® 
(i) (ri) (ei) 
Union of South Africa 0.60 0.24 

Canada, Latin America, 
and the Philippines 0.29 0.77 
Rest of the World 0.11 0.15 
Non-Gold Pro- Ditto* 

ducing Countries@ (f;) 
All Countries (tj= 1.0) 0.20 





* The countries were i. according to the proportion of their imports that 
came from the dollar area. The variation in the second group was from 0.83 for 
Nicaragua to 0.74 for Colombia. Canada, the chief producer, had a figure of 0.77 
which was equal to the average. 

b Internationa! Monetary Fund, International Financial Statistics, November 
1953, p. 33, average of period 1948-1952. 

*ibid., pp. 20-33. Imports from Latin America were assumed to be half dollar 
goods, half soft currency goods. Average of years 1951-2. 

4 For simplicity, all countries were combined. Again, as in the case of the gold 
producing countries, the variation was not considerable. 

© The figure of 0.20 was the average for Continental EPU countries in the period 
from 1951 through 1952, ibid., p. 22. 
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would be required to fulfill the conditions of the model. For 
example, in Case 2 where the reduction in the dollar shortage is 
$2 billion, the value of exports to the gold producing nations 
increases by $4.05 billion per year and exports to the non-gold 
producing countries increases by the same amount less the 
2.0 billion deficit that is erased ; $6.1 billion is the initial expan- 
sion in world trade. For comparison, the exports of the Sterling 
Area in the five years 1948-1952 averaged approximately $18 
billion. Elimination of the dollar gap through higher gold 
prices would require a considerable expansion in world trade. 

The final result, and a necessary adjunct to the increase in 
the price of gold, would be an upward revaluation in the world’s 
existing stock of gold. To the extent that it profited individuals 
holding gold in violation of their nation’s laws, it would be 
disturbing. But to the extent that it increased the reserves of 
the central banks of the deficit countries, it would be beneficial. 

The increase in the reserves of the central banks would be a 
sizable exercise in national self-enrichment. In December, 1953, 
the gold reserves of all the central banks of the non-Communist 
world and of the international agencies were 1,031 million 
ounces.’ Of this, the United States held 631 million ounces, 
or 60 per cent of the total. The remainder was distributed in 
the following manner: 6 per cent to the international agencies, 
3 per cent to Canada, 6 per cent to Latin America, 14 per cent 
to the Continental EPU countries, 8 per cent to the United 
Kingdom and the rest of the Sterling Area, and finally 3 per 
cent to the rest of the world. The present dollar value of the 
holdings and the values with the price of gold at $70, $180 and 
$290 are listed in Table 2 for certain representative countries 
and areas. 

The figures in the table reveal that those nations which are 
in the greatest balance of payments difficulties (France, Italy, 
Brazil) and those whose export-product prices are subject to the 
greatest cyclical swings (Indonesia, Australia, Bolivia for exam- 
ple), ie., those nations which most need greater reserves, are 
just those which are the least benefited by the inflation in the 
value of gold. This is not surprising, for small reserves are the 
result of weak balance of payments positions. The benefits 
from increasing the price of gold would be distributed not so 


* International Financial Statistics, April 1954, pp. 18-9. 
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TABLE 2 


The Value of Central Bank Holdings of Gold as of December, 
1953 at U.S. Prices of $35, $70, $180 and $290 
Per Ounce 





Value of Gold Reserves (mil. U.S. $) @ 








Country or Area $35/oz. $70/oz. $180/oz. $290/oz. 
World 36,100 76,200 185,655 299,114 
United States 22,091 44,182 113,610 183,039 
International Agencies 2,047 4,094 10,524 16,961 
Canada 986 1,972 5,071 8,170 
Latin America 2,100 4,200 10,800 17,400 

Dollar Countries 950 1,900 4,886 7,871 

Bolivia 21* 428 108* 174* 
Non-Dollar 1,150 2,310 5,914 9,529. 
Brazil 317 634 1,630 2,626 
Continental EPU 5,100 10,200 26,228 42,257 

Belgium 776 1,552 3,991 6,430 

France 575 1,150 2,957 4,764 

Germany 326 652 1,677 2,701 

Italy 346" 692 1,779 2,867" 

Switzerland 1,458 2,916 7,498 12,081 
United Kingdom 2,300 4,600 11,828 19,057 
Other Sterling Area 512 1,024 2,633 4,242 

Australia 110* 220 566" 911" 
Rest of World 850 1,700 4,371 7,043 

Indonesia 145 290 746 1,201 





* Estimates, using earlier reported figure. 
Source: International Financial Statistics, April 1954, pp. 18, 19. 


as to alleviate present need but so as to reward past fortune 
and past endeavor. 

Of more interest than the level of reserves is their relation 
to the volume of trade and their adequacy in financing tem- 
porary deficits in the balance of payments.” As a benefice for 
raising the price of gold, the United States would expect a few 
of the stronger nations whose currencies are at the present 
inconvertible to make them convertible in some respects with 
the dollar, and would likewise expect a larger number of nations 
to reduce their restrictions on U.S. imports. Therefore the 
reserves would have to be sufficient to permit maintaining, in 

© The problem of adequacy is discussed in the article ‘‘The Adequacy of Mone- 
tary Reserves” (IMF Staff Papers, Vol. I1I, no. 2, October 1953). The authors of 
this article assume that each country will follow a domestic policy which will 
produce long run equilibrium in its balance of payments without resorting to 


trade and exchange restrictions. The function of reserves, therefore, is to tide the 
country over temporary deficits in its balance of payments. 
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the case of the few, convertibility, and in the case of the many, 
relaxation, in normal times and possibly in times of reduced 
economic activity. 

Even the most impetuous of persons would hesitate to 
specify the minimum level of reserves for this set of conditions. 
However, there is little to prevent the comparison of the pres- 
ent situation with that of the past. In Table 3, a simple meas- 
ure of adequacy, the ratio of reserves to imports, has been 


TABLE 3 


The Ratio of Total Reserves to Imports for the Years 1928 and 
1938, and for the Year 1953 at Gold Prices of $35 and 
$290 Per Ounce 





Ratio of Total Reserves (Gold and Foreign 
Exchange) to Imports (c.i.f.) 











1953 
Country or Area 1928 1938 $35/oz. $290/oz. 
World 43 1.29 74 4.19 
United States 85 5.92 1.87 15.47 
World less U.S. 35 .69 .40 2.12 
Canada .07 .29 .38 1.86 
Latin America A7 51 .53 2.88 
Dollar Countries 15 .29 48 2.22 
Bolivia .39 .20 .52® 3.588 
Non-Dollar 65 65 .58* 3.298 
Brazil .40 .20 47 2.258 
Continental EPU 46 .83 .38* 1.89 
(including dependencies) 
Belgium 39 1.02 46 2.82 
France 1.21 2.11 .24 1.26 
Germany .23 ? od 1.16 
Italy .50 34 34" 1.405 
Switzerland .30 2.09 1.49 10.50 
United Kingdom (including 13 63 198 1.43 
colonial dependencies) 
Other Sterling Area .28 1 75 1.28 
Australia .30 44 .78 1.29 
Rest of World .50 ae 38 1.16 
Indonesia b b .28 1.68 





* Estimates. 

> Indonesia was included in the Netherlands in 1928 and 1938. 

Sources: The ratios for 1928 and 1938 were calculated by the authors of the 
IMF article “The Adequacy of Monetary Reserves” op. cit., Table 3, pp. 206-7. 
The ratios for 1953 were calculated from the figures in International Financial 
Statistics, April 1954, pp. 18-9, 23-5. 
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tabulated for the same countries and areas listed in the preced- 
ing table. The years selected for comparison were 1928 and 
1938. 

The year of 1928 was one of relative prosperity with a high 
volume of free trade. The reserves were adequate for this 
good year, but were not adequate for the years of depression 
that followed." The situation in 1938 was different, for it was 
not a shortage of reserves that prevented an expansion in trade 
but rather a surge of economic and political nationalism. '* 

With a few understandable exceptions (France, Italy), the 
reserves at the end of 1953 were roughly equal to those of 1928. 
Unfortunately, the ratio of the U.K. held to this similarity; 
it was as low as before, and consequently as sensitive to dips 
in economic activity. But even with this limitation, and pro- 
vided there is no world-wide recession, the reserves at the end 
of 1953 would seem to be adequate to support freer world 
trade, as they did in 1928. 

With the price of gold at $290 per ounce, the ratios of re- 
serves to imports at the present levels are substantial. When 
allowance is made for the increase in trade necessary to facili- 
tate the transport of gold to the United States, the ratios are 
reduced somewhat. At $290 per ounce, world gold production 
is $16.1 billion per year, of which 15.3 billion represents an 


increase over present output. The gold-producing countries | 


increase their imports by this amount. Since it was assumed 
that extra imports are drawn from the same sources in the 
same proportion as existing imports, 38 per cent or $5.9 billion 
worth will come from the United States and the remainder, or 
$9.4 billion from the rest of the world. Carrying this procedure 
one step further, the United States does not increase its im- 
ports, for it receives gold, not goods; but the rest of the world 
must increase its imports if it is to increase its exports in turn. 
If it is assumed that the import content of export goods is 
one half, then the imports of the countries of the rest of the 
world increase by $4.7 billion. Subtracting imports from the 
United States again, the increase in imports is 2.0 for the third 

11 Thid., p. 209. 

12 “Tt is probable that the reserves in 1938 would have been adequate even if the 
total amount of world trade at that time had been at a volume corresponding to 


high level employment in, and the presence of liberal trade policies by, all or most 
all trading countries.” Ibid., p. 210. 
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stage. Theoretically, this procedure carries on an infinite num- 
ber of steps, but each successive contribution to the stream of 
imports becomes smaller and smaller as the series converges. 
For a rough calculation such as this, it should be permissible to 
cease after the first three steps. These amounted to a total of 
$22.0 billion. Relative to total world imports in 1953 of $64.3 
billion (excluding the United States), this is an increase of 
35 per cent. 

The increase in trade of 35 per cent is considerably less than 
the increase in reserves, which in this case was 530 per cent. 
The conclusion reached is that an increase in the price of gold 
would raise the reserves of the world well above any previously 
attained figure, either in terms of dollars or in terms of trade. 
No longer would inadequate reserves be a barrier to freer trade. 


EFFECTS OF A PRICE INCREASE ON THE MAJOR TRADING AREAS 


These are general observations that might be made after 
examining Table 1, but little indication is given from them how 
the various blocks in the world will be affected. The remainder 
of this paper will be devoted to examining the effects of price 
rises of the scale necessary to eliminate the dollar shortage on 
the gold producing nations, on the non-gold producing non- 
dollar area, on the dollar area, and on the world as a whole. 

Clearly for the gold producing nations this would be a 
bonanza. Exports, imports, national incomes and standards 
of living would shoot up; the greater the portion of the nation’s 
resources devoted to gold mining, the greater would be the 
upshoot. To the Union of South Africa as the greatest producer 
of gold would go the greatest benefits. Let us calculate what 
the benefits would amount to for Case 4, which may not be the 
most realistic but which is certainly the most mouth-watering. 
In Case 4, the dollar shortage was specified as being $4.0 billion. 
The price that gold must bring to eliminate this deficit is $290 
per ounce. The total production runs at a rate of $16.1 billion 
per year. Since it produces 60 per cent of this amount, South 
Africa’s share is $9.6 billion. Some vital statistics for South 
Africa in 1952 and in the happy year of 195X are given below. 

The figures for the new National Income, Exports, and Per 
Capita National Income were calculated simply by adding the 
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TABLE 4 
Conditions in the Union of South Africa with Gold at $35 
and $290 per Ounce 
National Income Per Capita 
rors S Gold (billions of U.S. National Income 
r $ at official rate Exports (U.S 
Year ae of exchange) (ditto) person) 
1952 35 3.14® 0.954 248> 
195X 290 12.33 10.1 975 





* International Financial Statistics, Nov. 1953, pp. 33, 158. 
b National Income divided by the total population of 12, 646, 375 in 1951. (States- 
man's Yearbook, New York: St. Martins Press, 1953, p. 251. ) 


value of the additional proceed from gold at its new price to the 
current figures. 

Along with the general prosperity would go certain local and 
national problems. In the Union of South Africa, and in other 
countries such as Nicaragua and the Fiji Islands where gold 
mining is an important industry, these prob'ems would hardly 
dull the golden aura, but in other nations where gold mining is a 
less important industry the problems would be more serious. 
In the first place, there would have to be a shift of resources into 
gold mining. These resources would come in part from other 
mining industries, whose products are of strategic importance 
to the free world. 

In the second place, the bidding for resources could quite 
easily touch off an inflationary boom in the country, and en- 
danger the country’s program for economic development. 

In the third place, the prosperity of the gold producing coun- 
try would be contingent on a continued high price for gold. A 
decision in Washington to lower the price of gold in U.S. dollars 
could end the prosperity in one fell swoop. 

Finally, social and economic tensions within the country 
would be hightened by the change in the distribution of in- 
comes brought about by the price increase of gold. Even 
allowing for increases in factor costs resulting from the greater 
demand for factors of production in the gold mining industry 
and from the increase in National Income, the bulk of the addi- 
tional revenues that would accrue from the higher price of gold 
would go to the owners of gold mining companies as profits. A 
sample calculation will help to emphasize this point. 
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In 1952, the cost of mining and processing a ton of ore in 
South Africa was £1 14s. 2d. and the profit from the same ton of 
ore was 12s. 11d.%* In the case that we have considered, the 
price of gold increased to $290 per ounce, and the National 
Income rose by approximately four times.’* Let us assume that 
costs of gold mining rise to the same extent as does National 
Income, at least for that volume of output that was mined in 
1952. For the additional output stimulated by the higher price 
we would expect the costs to be higher, since marginal cost 
increases as less easily worked sources of gold are exploited. 
However, let us neglect the profits to be gained from the addi- 
tional output in order to concentrate on the windfall profits to 
be gained from producing 1952's output at the higher price. 

In 1952, the cost of producing an ounce of gold was $25.90; 
in 195X it has increased fourfold to $103.60. In 1952, the profit 
per ounce of gold was $9.10; in 195X it in turn had increased to 
$290 minus $103.60 or $186.40, an increase of twenty-and-a-half 
times. Moreover, this increase resulted from the sale of only 
the first eleven million ounces in the year 195X; the remaining 
22.2 million ounces could be counted upon to provide some 
profit. But, discounting this, total profits on the first eleven 
million ounces would be $1,150 billion, or, stated as a business- 
man would figure it, 64 per cent on sales. 

By this simple example, we see that the profits to be gained 
from gold mining would be munificent. Since gold mining 
shares are rather narrowly held, this munificence will be nar- 
rowly distributed in a manner so as to increase disparities in 
incomes. A wide disparity in income tends to cause social un- 
rest, and this might well be a problem in the gold mining 
countries. 

Having examined the effects of increasing the price of gold on 
the gold producing countries, let us now look at the effects on 
the non-gold producing, non-dollar countries. We recall that 
these countries obtained gold in exchange for their increased 
exports to the gold producing nations. Part of this captured 
gold was spent for purchases of dollar raw materials and the 
rest for current dollar imports. Exports must be expanded 

13 The Economist, November 28, 1953, p. 676. Translated into percentage 


terms, costs were 74 per cent of revenues and profits 26 per cent. 
14 See Table 2. 
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more rapidly than imports for the dollar shortage to be elimi- 
nated. When it is eliminated, these countries will be approxi- 
mately in balance on Current Account. However, reaching 
these high levels of exports will be difficult; the increased de- 
mand for raw materials may worsen the terms of trade for the 
raw-material importing countries. Inflation at home will raise 
the costs of manufactured exports and tend to make them less 
competitive in the world markets relative to those of their 
chief competitor, the United States. Finally, for those nations 
with chronic dollar deficits and lethargic economic systems, 
the challenge may be too great and the response too feeble. 
Thus raising the dollar price of gold will be a helpful device for 
some, a fruitless gesture for others, but a cure for none. 

Turning to the United States, and the rest of the dollar area, 
we will analyze the effects of the increase in the price of gold 
upon the nation that promulgated it. To the United States, the 
rest of the world will seem like a golden volcano in constant 
eruption covering the country with a stream of yellow lava. 
In Case 5, where the price of gold has been raised to $215 per 
ounce, $7.9 billion of newly mined gold will flow into the United 
States each year. If it is determined to end the dollar shortage, 
the government must purchase this gold. In the normal pattern 
of exchange, the Treasury pays for the gold with dollars by 
making a deposit in a commercial bank or in one of the Federal 
Reserve Banks in the name of the importer. Through the 
process of credit creation, an expansion in the money supply 
can take place which is approximately four times the amount 
of the gold import. With $7.9 billion of gold imported annually 
into the United States, the credit expansion could be as great as 
$31.6 billion. As of December, 1953, the money supply in the 
U.S. was $131.1 billion.!® Thus, in the first year, the money 
supply could be inflated by 24 per cent. 

It is difficult to imagine how an inflation of this size could be 
beneficial to the economy of the country. Two specific methods 
could be used to suppress the inflationary forces. In the first 
place, the reserve requirements could be raised. This requires 
legislation from Congress and therefore is not immediately 
available. In the second place, the Treasury could sterilize 


18 Federal Reserve Bulletin, March 1954, p. 266. This is composed of demand 
deposits—103,300 million, and currency outside banks—27,800 million dollars. 





a 
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the gold, as it did in the 1930s, by purchasing the gold with the 
proceeds of the sale of government securities. Only to the 
extent that the purchasers of the government securities paid 
for them out of savings would the overall result of the import 
of gold not be inflationary. To the extent that the funds were 
diverted from other investments, the net result would be as 
inflationary as with the normal pattern. In either event, the 
possibilities of a budget deficit, and its accompanying infla- 
tionary tendencies, are increased. The U.S. economy would 
have to be amazingly agile to adjust to this situation without 
ill effects. 

Of equal importance is the realization that the United States 
would be curing the dollar shortage only by accepting vast 
amounts of an inert, inedible, relatively useless material. In 
the case to which we just referred, the United States would 
purchase $7.9 billion of gold each year. Two billion dollars 
would go to cover the difference between present dollar exports 
and dollar imports. The remainder, $5.9 billion would finance 
the greatly expanded volume of dollar exports to the gold min- 
ing countries and to the countries which in turn export to the 
gold mining countries. The citizens of the United States would 
continue to forego consumption so that the members of foreign 
nations could consume American goods. Moreover, the United 
States is not restricting its consumption each year by $2.0 bil- 
lion but, because of its obligation to buy all gold offered to it 
and because of the desire of the gold producing countries and 
the necessity of the current deficit countries to increase their 
imports of U.S. goods, is actually restricting consumption by 
nearly four times the amount or $7.9 billion. 


SUMMARY 


In conclusion, let us summarize the advantages and dis- 
advantages of eliminating the dollar shortage by raising the 
dollar price of gold. In the first place, the size of the price 
increase necessary to provide the cure is extremely great. At 
this high price, the gold producing countries and the holders 
of gold shares reap large windfall gains. But these benefits are 
distributed rather narrowly; they are given to those countries 
who happen to have one natural resource and denied to those 
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who happen not to; they are given to those individuals who 
hold gold shares and denied to those who have other assets or 
who have few assets at all. This causes great strain on the 
social and economic fabric of the gold producing nations, and 
increases the lack of international amity between the “‘haves”’ 
and the “have-nots.” The volume of world trade is increased 
with the increase being financed by the purchaser of the gold. 
The purchaser of the gold has neither the inner satisfaction of a 
philanthropist nor the materialistic benefits of a Yankee trader 
to show for its action. The second largest producer of gold in 
the world sits inscrutably on the other side of the “curtain.” 
The mechanism of the timing and size of the price rise would be 
difficult to set up, and changes in the mechanism would en- 
gender at the least uncertainty and at the most chaos. 

Finally, and most importantly of all, increasing the price of 
gold does not solve any of the four basic problems that con- 
tribute so greatly to creating a dollar shortage ; over-population, 
low productivity, economic nationalism, and international 
political insecurity. It is not the dollar shortage itself that 
should be concentrated upon but these four structural problems 
of which the dollar shortage is only the visible evidence. For 
this, there is no simple cure; for this there is no golden panacea. 

















STEPS IN THE ROAD TO CONVERTIBILITY AND 
CURRENT INTERNATIONAL ECONOMIC 
TRENDS! 


Irving S. Friedman 


INTRODUCTION 


HE International Monetary Fund is founded on the basic 
‘ae that the world economy should function in an 
environment free from exchange restrictions and that the Fund 
is to provide the machinery for international collaboration to 
achieve and maintain this end, as well as financial resources to 
help members avoid the use of exchange restrictions. The pres- 
ent world-wide discussions with respect to convertibility are, 
therefore, of keenest interest and concern to the Fund. They 
are also of keen interest to the professional economist, whether 
engaged in research, policy or teaching, for the outcome of the 
present discussions with respect to convertibility must have a 
major impact on the functioning of the world economy and 
individual countries for many years. It will greatly influence 
the kinds of problems with which the present and next genera- 
tion of economists will be working, as well as the basic assump- 
tions which will underlie their thinking. The following remarks 
are made in the hope of being of some help in the discussion 
of the problem of convertibility, particularly in helping to 
explain the different roads from inconvertibility to complete 
convertibility and to evaluate the implications of any partic- 
ular proposal. 

Many proposals are heard for achieving what is called con- 
vertibility. These proposals, however, despite their common 
label, frequently differ in substance. Essentially, these differ- 
ences arise because few of these proposals arrive at the estab- 
lishment of full and complete convertibility but, instead, in- 
volve some retention of exchange controls. Moreover, there 

1 This paper is a written version of a talk given on December 18, 1953, before 
the International Economics Seminar of Harvard University. The Seminar was 
presented from notes but the written version given herein is an attempt to present 
it essentially in the same manner as it was given and, for this reason, no attempt 


is made to include more recent material. The views expressed are the personal 
opinions of the author, and it was so indicated to the Seminar. 
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are often important differences as to what exchange controls 
would or should be retained. 

Leaving aside the question of the right of individuals to 
obtain, hold and sell gold, full convertibility may be said to 
exist when individuals are free to engage in foreign exchange 
transactions.? Conversely, inconvertibility in any form in- 
volves governmental interference in the personal freedom of 
individuals to engage in foreign exchange transactions. As a 
general rule, inconvertibility in any form has the consequence 
of leading to an uneconomic allocation of resources domestically 
and internationally. We have yet to discuss the character of 
this governmental interference; by it individuals may have 
their personal freedom impaired; or various kinds of uneco- 
nomic allocation of resources may materialize, depending upon 
the kind of governmental interference which takes place. But 
in all cases it is some action of a government which results in 
inconvertibility. It is clear that inconvertibility does not cover 
all forms of interference in international economic relations, 
like, for example, those resulting from private agreements. 
Governmental interference may also affect the movement of 
commodities and individuals and still not constitute restrictions 
on exchange transactions in any form. 

It would be virtually impossible to delineate all the different 
ways in which the word “convertibility” has been used, even 
when it is appropriately limited to cover foreign exchange 
transactions and leaving aside such obviously inappropriate 
uses as the identification of convertibility with free trade in 
the classical sense of no tariffs or trade quotas. Full convertibil- 
ity in the sense just given covers both so-called ‘‘current”’ and 
“capital” transactions. However, for purposes of this exposi- 
tion, we will not deal with the problem of restriction on capital 
movements. This, as will be seen, does not affect the arguments 
given below. It is probably not too over-simplified for purposes 
of analysis to divide the kinds of governmental interference 
with freedom to engage in foreign exchange transactions into 
three major aspects, non-discriminatory or over-all restrictions 
on payments, discriminatory restrictions, and restrictions on 


2 It was clearly indicated at this and other points that the concepts used herein 
were not to be taken as definitions of terms used in the Fund Articles of Agree- 
ment. 














248 IRVING S. FRIEDMAN 


the convertibility of foreign-held balances.* The enforcement 
of these restrictions will usually involve the surrender to the 
monetary authorities of foreign exchange receipts accruing to 
private individuals. 


NON-DISCRIMINATORY RESTRICTIONS 


First, there is the category of non-discriminatory or over-all 
exchange restrictions. In any country under certain conditions 
at any given time, there will be a certain demand for imports 
and international services which a community would like to 
make effective and for which it is prepared to purchase foreign 
exchange at the prevailing rate of exchange. However, this 
demand is not allowed to become effective, but is repressed 
through governmental measures. Whatever the causes of the 
generation of this demand for payment for goods and services 
in excess of foreign exchange availabilities, the country, taken 
as a whole, can no longer be regarded as being, from an eco- 
nomic point of view, in equilibrium with the rest of the world, 
and the effect is that the economy concerned is partly isolated 
from the outside world. Inevitably, the distribution of re- 
sources within the economy is affected. Import-substitute in- 
dustries are encouraged and less resources are available for 
other industries for export and, to a lesser extent, other indus- 
tries producing for domestic consumption.‘ From an interna- 
tional point of view, the effects on other countries tend to be 
‘“‘non-discriminatory.”” Although the effects on different sup- 
plying countries may be uneven, the impact on any one country 
abroad from the restrictions is not deliberate. For example, if a 
country thus restricts its imports of certain foodstuffs (what- 
ever the motives), the direct impact will naturally fall more 
heavily upon producers and exporters of these foodstuffs. But 
as between one country or another producing such commod- 
ities, the incidence will vary depending upon local price-cost 
conditions. Indeed, depending on the degree of restriction, the 

* These restrictions usually exist together and, particularly the first two cate- 
gories, are frequently interrelated. 

4 In actual situations a certain degree of factor immobility within the countries 
concerned may reasonably be assumed to exist. Another assumption which is 
made throughout this paper is that the surrender requirement in respect of current 


exchange receipts is enforced in foreign non-convertible countries and that cross- 
rates in those countries are not broken. 
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most efficient suppliers conceivably might not be affected at all. 
However, these effects are usually a matter of indifference to 
the restricting country which is not interested in directing its 
imports into channels from particular countries, but rather in 
avoiding or limiting the total volume of imports from all supply- 
ing countries. For these reasons, non-discriminatory restric- 
tions may easily be the most acceptable to the international 
community. At least, countries abroad may think that, al- 
though they have been adversely affected by the restrictions, 
there is no attempt so to design the restrictions as to concen- 
trate their incidence upon them. 

From a domestic point of view, i.e., from the point of view of 
the country imposing the restrictions, the effects of these re- 
strictions may be so general as to be difficult to evaluate and 
their disadvantages may thus be concealed. The community as 
consumers may pay higher prices and costs, but as producers 
and income earners the protection given by such restrictions 
may even be welcomed as encouraging higher levels of produc- 
tion and employment. On the other hand, to the extent to 
which over-all restrictions prevent certain domestic producers 
from having access to certain raw materials abroad, or keep 
certain traders from importing goods whic!: they could sell in 
the domestic market at attractive prices, there also will be some 
producing and commercial groups welcoming the elimination of 
such restrictions. The cost consideration may become partic- 
ularly pertinent when producers find that they must buy more 
expensive substitute raw materials while competitor countries 
are able to obtain cheaper materials. On balance, however, the 
protection given to individual industries may readily outweigh 
these disadvantages in the public consideration. 

On the other hand, the use of such non-discriminatory re- 
strictions implies that the monetary authorities are essentially 
faced by an over-all balance of payments problem which can be 
met through appropriate domestic and exchange rate policies 
which, in the long run, lay the basis for an increase in real in- 
come. Thus, the technical means for the removal of over-all 
restrictions will frequently be available to the domestic author- 
ities. Thus, the policy issue in continuing non-discriminatory 
restrictions may become clearly one of protectionism and, ac- 
cordingly, the likelihood of the removal of such restrictions 
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is directly related to the relative importance given to the pro- 
tection of the consumers through the exercise of free choice 
as against the protection of producers.*® 

A variant of this problem is the more general case of pro- 
tecting all producers taken as a group through domestic em- 
ployment policies which may require non-discriminatory re- 
strictions to keep out competitive goods. The case where em- 
ployment policies lead to a demand for imports excessive in 
relation to exchange earnings would not only be a case of bal- 
ance of payments difficulties capable of elimination through 
appropriate domestic and/or exchange rate policies, but also a 
case of protectionism, however accidental. Certain industries 
may thereby avoid the cost-price adjustments which would 
make them competitive with import products. But this also 
points to another major obstacle in achieving the elimination of 
non-discriminatory restrictions, i.e., that they may in the 
short run obviate the need for adjustment in domestic policies 
and/or exchange rates. 

A similar argument frequently made for restrictions is that 
they help to obtain more favorable terms of trade. Again, the 
argument essentially is concerned with the avoidance of short 
run adjustments needed to overcome balance of payments 
difficulties, overlooking the hidden costs of the use of restric- 
tions including the loss from decreased specialization. The 
complex of forces will vary greatly from country to country 
with the resulting great differences that are found in practice 
in the eagerness of countries to use over-all restrictions to cope 
with balance of payments problems, or their willingness to 
relax them as their balance of payments position improves. 
But it is not to be assumed, as it frequently is in practice, that 
the removal of non-discriminatory restrictions is relatively 
easy as compared with the removal of other kinds of incon- 
vertibility. It may indeed prove in time to be the most in- 
tractable and enduring form of restriction.® 

5 It is recognized that some protectionism might be inevitable and justifiable 
under existing conditions, particularly for political reasons. 

* It is not intended to argue at any point in this paper that restrictions are the 
only form of protectionism. Tariffs, subsidies and other forms also exist and may 


well influence the use of restrictions by other countries as well as the protecting 
country. 























STEPS IN THE ROAD TO CONVERTIBILITY 251 


DISCRIMINATORY RESTRICTIONS 


Another major category of exchange restrictions is that 
which involves discrimination on a currency basis in the mak- 
ing of payments. Thus, apart from limiting the total amount 
of import demand, countries may be concerned with the cur- 
rencies which their nationals use to make international pay- 
ments or in which they obtain international receipts. This 
aspect of the problem has probably received the most attention 
in the postwar period. Indeed, the problem of exchange restric- 
tions and the problem of discrimination are frequently re- 
garded as one and the same. This, however, results from the 
particular situation in the postwar period, when the bilateral 
payments problem has frequently dominated the over-all pay- 
ments problem. Because currencies have not been freely ex- 
changeable, it has been necessary for countries to pay for 
imports with particular currencies and therefore to earn these 
particular currencies in sufficient quantities. Examples are 
found in which total foreign exchange earnings are adequate 
to meet total effective demand for payments, but the composi- 
tion of earnings (and/or reserves) does not permit purchasing 
on a price basis internationally. In the postwar period, the 
ability to compartmentalize and allocate exchange payments 
among the various countries or currencies and the correspond- 
ing insistence that exports to certain areas be paid for in certain 
currencies are frequently regarded as the key elements of an 
exchange control system. It is this category of restrictions 
which underlies bilateralism in all its various forms. 

Generally, it has been the habit to regard the problem of dis- 
crimination as one between dollar countries and non-dollar, or 
so-called soft currency countries, considered, more or less, as 
two groups. However, developments in recent years indicate 
that this problem is much more complicated, that discrimina- 
tory licensing is usually in favor of currencies that are more 
plentiful to the discriminating country, but that the relative 
availability of individual currencies may vary greatly from 
country to country. Currencies which may be generally avail- 
able to one particular country, say through a bilateral trade 
surplus or through the operations of a credit margin in a bilat- 
eral payments agreement or foreign assistance, may be scarce 
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to another country which does not have such sources of supply 
of the particular currency. 

The economic causes and effects of discriminatory licensing 
are in many respects different from those of non-discriminatory 
restrictions. It is a simple truism that currency discrimination 
is used to force certain importers and other purchasers of inter- 
national services to buy from higher-cost suppliers because the 
currencies of other low-cost supplying countries are not avail- 
able for these purposes to the monetary authorities. In the 
case of a non-discriminatory restriction, however, there is still 
the likely possibility of purchasing substitutes abroad on a price 
basis, depending on the extensiveness of the restrictions. The 
price or cost increase effect of the restrictions may thus be 
mitigated. In the case of discrimination, frequently not only 
the original commodity but even a substitute commodity can 
be purchased from abroad only on a currency basis. It is not 
surprising, therefore, that the cost of discrimination to the 
consumer is more frequently recognized than the cost of non- 
discrimination. Commodities produced in industries which are 
encouraged domestically, moreover, tend to be those which 
would otherwise come from the harder currency countries. 
Since, as a matter of practice in restrictive systems, the com- 
modities discriminated against usually consist of consumer 
goods, discrimination may particularly encourage consumer 
goods industries. The broader the range of commodities dis- 
criminated against, the more significant will be these protec- 
tionist effects. However, to the extent that discrimination is 
associated with preferential imports of these goods from an 
important number of other markets, e.g., within the OEEC 
area, the protectionist effect is likely to be reduced. 

Within the discriminating country, there are many producers 
who find discrimination objectionable. There may be domestic 
industries which find that higher prices for imported materials 
make them less competitive, either for sales in their own coun- 
try or for sales abroad. This becomes particularly important 
where export industries have to compete at world competitive 
prices while some of their costs are inflated because of discrimi- 
natory import licensing. The difficulties become particularly 
irksome when competitors in other countries are able to buy 
their supplies on a price basis. It is therefore not surprising 


-* 
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that to a considerable extent countries tend to purchase their 
raw materials and capital equipment on a price basis and con- 
centrate discrimination on consumer goods. 

With these various domestic effects in mind, the authorities 
may well find that the public is readily prepared, if not eager, 
for the elimination of discrimination from their restrictive sys- 
tems unless in some way or other it would mean loss of preferen- 
tial access to markets abroad. For this reason countries may 
wish to retain discriminatory restrictions for bargaining pur- 
poses, i.e., to keep trade under bilateral agreements at a desired 
level. In certain cases, particularly where discrimination has 
been practiced sufficiently long to affect the structure of export 
industries, countries may favor elimination of discrimination 
on their own part as soon as their balance of payments permits, 
but favor the continuation of discrimination by others which is 
favorable to their own export industries. Indeed, they may 
wish to live in the best of two worlds—on a price or non-discrim- 
inatory basis as far as imports and costs are concerned and on a 
currency or discriminatory basis as far as exports are con- 
cerned. 

The international effects of discrimination perhaps differ 
more sharply from the effects of over-all restrictions than do 
the domestic effects. Discrimination encourages the develop- 
ment of export industries in soft currency countries which may 
not be able to compete in dollar markets but which find ready 
access to other soft currency markets. The non-discriminatory 
restriction does not encourage such inefficient production 
abroad. Excluding the country practicing the discrimination, 
the international community now becomes divided into at 
least two great categories of countries, those which are directly 
hurt by the discrimination in question and wish to see its re- 
moval and those which find in it an immediate advantage to 
their export industries and would regard the elimination of 
discrimination abroad as a potential threat to their own income 
and employment. The misallocation of resources is simply 
regarded, in these cases, as being of less immediate importance. 

It has been noted that there may be a tendency to prefer the 
elimination of discrimination on imports while hoping to main- 
tain preferential access to markets abroad through the discrimi- 
nation practiced by other countries. There is, however, an 
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important general corrective that begins to operate when any 
country eliminates discrimination on imports, namely, that for 
balance of payments and quality of reserve reasons it may then 
be unwilling to sell for soft currencies while in effect it allows 
its nationals to make payments freely in hard currencies. 
Furthermore, the wider the scope for non-discriminatory im- 
porting, the more likely it is that the country will find itself a 
continuous creditor vis-a-vis soft currency countries as their 
own importers diminish their purchases from higher-cost sup- 
pliers. This corrective may not always be so strong as to destroy 
the willingness of the country to accept some soft currency 
payments or to be a credit extender in soft currencies while not 
practicing discrimination on imports. But where these condi- 
tions actually arise, there will be at least a strong questioning 
of the wisdom of such export policies. Much will depend on the 
strength of the balance of payments and reserve position. 


CONVERTIBILITY RESTRICTIONS ON FOREIGN-HELD 
BALANCES 


Both non-discriminatory and discriminatory restrictions on 
imports and other payments differ essentially from the other 
major category of exchange restrictions, namely, those involved 
in distinguishing between residents and non-residents. It will 
be noted at first that there is no such distinction in a free ex- 
change market. For example, in the New York market there is 
no attempt made to distinguish between the demand for any 
particular foreign currency which arises from a resident of the 
United States or someone abroad. The distinction, however, 
between residents and non-residents is of critical importance for 
exchange control administration and policy. At any given 
moment the exchange control authorities have to decide be- 
tween the resident and non-resident demand for conversion of 
the national currency into foreign exchange. In many coun- 
tries there is a severe limitation on the convertibility of national 
currency balances held by individuals abroad, although of 
course there are very sharp distinctions depending upon such 
criteria as the nature of the balances, the ownership of the 
balances, how they were acquired, and so forth. 

There is little or no difficulty, of course, if non-residents wish 
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to convert their balances into relatively available or soft 
foreign currencies. The problem arises when they wish to 
convert into the scarcer or hard currencies. If this is permitted 
with relative freedom, then the non-resident can choose be- 
tween holding his balance or exchanging it without monetary 
loss into the hard currency. The distinction between them 
tends to be obliterated. The primary reason for establishing 
limitations on the convertibility of foreign-held balances is the 
unwillingness of a country under certain prevailing conditions 
to have others treat its currency, both from a financial and a 
commercial point of view, as a hard currency. To make the 
maintenance of convertibility feasible, a convertible currency 
must be as attractive to non-residents at the current exchange 
rate as any other currency—attractive as an investment, or 
attractive because of the goods and services it will buy. If 
there is any doubt about this relative attractiveness, the in- 
convertible currency country is likely to favor the continuation 
of inconvertibility. Only when a country feels that its currency 
is sufficiently scarce so that earners and investors in it will be 
willing to hold it, and that its exports are competitive on a 
worldwide basis, is it likely to feel ready to undertake the con- 
vertibility of foreign-held balances. Moreover, these two 
aspects are closely interrelated. 

From a domestic point of view, the inconvertibility of foreign- 
held balances has effects similar to discrimination by countries 
abroad in favor of the country practicing inconvertibility. By 
making its currency inconvertible, it in effect encourages hold- 
ers of its currency abroad to use the currency for purchases in 
the country concerned and not necessarily on a price basis. 
The more it permits its currency to be used for purchases in 
other countries, the less, of course, is this true. Thus, incon- 
vertibility is an indirect but major form of protection to less 
efficient exporting firms. Thus, as already noted, a situation 
could arise in which countries would be eager to eliminate dis- 
crimination on import payments but still have incentive to 
maintain inconvertibility as a support to certain export in- 
dustries. 

If a country practicing inconvertibility is prepared to make 
goods and services available on a worldwide price basis and is 
pursuing policies which give confidence to the international 
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community that these conditions will continue to prevail, then 
the problem of holders trying to convert their currency into 
other hard currencies is greatly reduced, if not eliminated. 
Thus, convertibility into goods and services at competitive 
prices becomes the basic source of strength.’ The fear of loss 
from depreciation is also diminished since, if policies which 
make competitive exports possible are maintained, the need 
for depreciation is less likely to arise. Currency depreciation is 
one way of keeping exports competitive, but from actual post- 
war experience it seems warranted to say that the use of restric- 
tions in cases of inflationary conditions has not obviated the 
need for depreciation and may even have resulted in a larger 
depreciation than otherwise. 

It is not surprising that the establishment of convertibility of 
foreign-held balances is frequently found to be less welcome to 
certain countries than the elimination of non-discriminatory 
restrictions or of discrimination. It may be that the establish- 
ment of the convertibility of foreign balances will be at the 
easily recognizable expense of individuals at home who con- 
tinue to have their access to foreign exchange limited. The 
elimination of restrictions, particularly discriminatory restric- 
tions, is more likely to make the people concerned feel that they 
directly benefit from this step. Moreover, domestically, the 
adverse effects of the inconvertibility of foreign-held balances 
are hard to recognize, as they arise essentially from the mis- 
allocation of resources reflected in encouraging certain ineffi- 
cient export firms. It is also not surprising that the greatest 
interest in the achievement of convertibility is shown by coun- 
tries which are eager to increase the willingness of foreign 
holders of their currency, private and governmental, to acquire 
and hold their currencies or to conduct their international trade 
and finance in their currency. To countries which are prepared 
to see their currencies regarded as purely national currencies, 
the establishment of convertibility of their foreign-held bal- 
ances may not seem to be particularly attractive. Even when 
measures of convertibility taken by others mean that countries 
abroad also have to subject themselves to world competition, it 

7 This is not to overlook the fact that other factors may also be of importance, 
particularly when full confidence has not vet been restored, including possibilities 


of capital flight and unfavorable speculative capital movements and the main- 
tenance of fixed rates. 
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may be easier in practice to contemplate the continuation of 
conditions of inconvertibility. 

However, outside of the control of the inconvertible currency 
country is the action taken by others to reduce discrimination 
in its favor. To the extent to which countries abroad place 
more and more of their trade and payments on a non-dis- 
criminatory basis, the seeming advantages of inconvertibility 
become increasingly smaller. In this way the reduction or 
elimination of discrimination abroad creates pressures for the 
elimination of inconvertibility in any country. Similarly, as 
countries insist on harder currency in payment for their ex- 
ports, the importing country with an inconvertible currency 
will be under pressure to increase the hardness of its currency. 
Fortunately, from the viewpoint of achieving more rapid 
progress towards convertibility, steps taken by one country 
to reduce discrimination or to establish convertibility of foreign 
held balances will frequently either put pressure on other 
countries to make changes which will establish more com- 
petitive cost-price conditions, or at least make it easier for 
other countries to take similar measures. For example, the 
establishment of the convertibility of foreign balances means 
that other countries with surpluses in the now convertible 
currency can reduce their own discrimination. This, in turn, 
means that other soft currency countries may find themselves 
more or less forced to become more competitive to maintain 
their export markets. There is nothing inevitable about this 
cumulative propagation of convertibility, but it may well 
make steps towards convertibility more rapid and more widely 
acceptable. 


STEPS TOWARD CONVERTIBILITY 


As in every country, the importance of different economic 
groups varies and, indeed, changes over time, and as govern- 
ments attempt to reconcile competing interests, the attitude 
toward these various kinds of exchange restriction also differs 
greatly and alters markedly from time to time. This is not to 
gainsay the well-known postulates regarding the purposes and 
gains from international trade. In a world free from exchange 
restrictions, consumer choice would be a much more impor- 
tant—if not the key—factor in determining the pattern of 
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trade. But the very widespread existence of exchange restric- 
tions reflects the fact that governments, however unwilling at 
times, have permitted other factors to influence greatly the 
pattern of trade in their countries. In trying to return to a 
regime of freedom from exchange restrictions, the problem is 
how to persuade governments to take measures which may 
well prove unpopular to some sections of the community 
however beneficial their general effects may be. It is not enough 
for students of international trade or government officials to 
understand that the individual as a consumer will benefit; the 
consumer himself, when he is acting as a producer, also has 
to be persuaded to recognize this. 

Many illustrations may be found in the practice of countries 
which find themselves either able or willing to make progress in 
the removal of one kind of restriction but not of others. Thus, for 
a number of countries today, it seems fair to say that they would 
be willing to reduce greatly, if not to eliminate, the element of 
discrimination in their restrictive systems. Indeed, some 
countries have come very close to eliminating such elements after 
having practiced them for many years. In effect, they are 
placing their dollar import program on the same basis as their 
import program from other areas. At the same time, these 
countries continue to practice over-all restrictions, frequently 
as a means both of protecting individual industries and of safe- 
guarding reserves. Similarly, they are reluctant to establish 
convertibility of foreign-held balances. The reason for this 
unwillingness is frequently that they are not prepared to have 
their exports compete on a world market basis and, conversely, 
that they may prefer to have preferential access to countries 
with inconvertible currencies. 

The problem of achieving full convertibility involves the 
combination of the elimination of non-discriminatory and dis- 
criminatory restrictions and the achievement of the convertibil- 
ity of foreign-held balances. In practice, it is not to be generally 
expected that uniform progress will be made by all countries 
or that they will all take the same road. Given the widespread 
use of restrictions and the difficulty of achieving their general 
elimination, progress in the removal of any of these types of 
restriction has come to be welcomed. From time to time debate 
arises as to whether progress along one line or another would be 
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preferable, but in practice progress along any line represents a 
positive and constructive step forward. 

During the past year* a number of developments in the inter- 
national situation have laid the basis for more rapid progress in 
the achievement of general convertibility. This is not the occa- 
sion for a detailed review of world developments, but some of 
the highlights may be mentioned briefly. First, there has been a 
much wider achievement of domestic monetary stability. It 
was already true by the end of 1952 that a number of important 
countries had achieved a reasonable degree of domestic stabil- 
ity, but during 1953 other countries joined this expanding list 
and there were only a few cases of retrogression. Second, there 
has been a marked improvement in the reserve position of many 
countries. In the last 18 months the net gold and dollar posi- 
tions of countries outside the United States improved by proba- 
bly $3 billion. This amount is nearly equivalent to the total 
gold and dollar resources of the Monetary Fund. There has 
been much debate as to what constitutes adequate reserves or 
how much reserves are needed for general convertibility, etc., 
but all can agree that an increase in reserves gives greater 
confidence to countries in relaxing restrictions. Furthermore, 
although restrictions against dollar payments have continued 
to be widespread, the improvement in reserves cannot be 
attributed, except in small part, to intensification of restric- 
tions, but rather to a basic improvement in the international 
position of the countries concerned. 

Third, concomitant to the improvement in the net reserve 
position of other countries, there has been a considerable 
reduction, if not elimination, in the surplus in the United 
States balance of payments. The problem of the so-called 
dollar shortage is at least a much smaller one. There has been 
considerable and highly-publicized debate as to whether or not 
there is a chronic or permanent world “dollar shortage,” and, 
indeed, it is the kind of debate to which an answer may never 
be given in any clear form. Since the factors affecting inter- 
national economic and financial relations are always a com- 
bination of structural or secular trends and shorter-run so-called 
“temporary” factors, it becomes most difficult to know at any 
given time which factors dominate the situation. Thus, it 
needs to be pointed out that part of the accumulation of re- 
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serves may be attributed to such shorter-term factors as U. S. 
offshore procurement. On the other hand, part of the improve- 
ment reflects the increased competitiveness of countries outside 
the United States as compared with the dollar area countries. 
Depending upon which side of the debate one argues different 
weights are attached to these different factors. 

The question for any country contemplating a substantial 
relaxation or elimination of restrictions is whether the combina- 
tion of all the factors—domestic and international—which are 
likely to be operative during a reasonable period ahead is such 
as to make it a sensible policy decision to reduce or give up 
reliance on restrictions. Since countries may cope with chang- 
ing environment largely through some combination of domestic 
and exchange rate policy, the question will then usually arise 
whether the country is prepared to adapt its domestic economy 
to anticipated changes in the world economy with less, or no, 
resort to restrictions. The problem then becomes not whether 
there is a permanent dollar shortage but how far the govern- 
ments can or wish to go in adjusting domestic economies to 
external developments. Of course, the problem of internal 
adjustment will be judged differently according to the judg- 
ment made as to the likely rapidity and magnitude of change 
in the international scene. 

Another favorable development in the world economic 
situation has been the achievement of over-all balance of pay- 
ments surpluses by a number of major trading countries such 
as the Netherlands, Germany, Belgium and the United King- 
dom. These countries’ currencies have become more scarce. 
This is reflected in many ways, including the quotations for 
these currencies in free exchange markets. The gulf between a 
so-called hard currency and a soft currency tends to become 
much smaller when the balance of payments of the soft currency 
is in over-all surplus. 

Another important development has been the increased 
ability of European countries to compete on a price basis both 
in the United States and in third markets. We have seen a 
number of examples of the relative flexibility of European 
export industries in finding substitute hard currency markets 
when denied access to soft currency markets. There are also 
many illustrations of countries outside of the United States 
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choosing to spend their hard currency earnings on payments 
to European suppliers who simply out-compete their American 
competitors. This is not to argue, of course, that this is true 
for all European export industries but to indicate that there 
seems to have been a trend along these lines favorable to certain 
European export industries. 

Similarly, there has been a trend through the reduction of 
discrimination in restrictions for countries to import on a price 
basis rather than on a currency basis. This has reflected an 
improvement in the dollar position but also a determination 
to reduce costs and to place the domestic economy on a more 
efficient basis. It is interesting that this has been done in some 
cases by countries which until recently were regarded as struc- 
tural dollar debtors. It is also interesting to note that in some 
cases the actual removal of restrictive practices affecting dollar 
payments has not been followed by any absolute increase in 
imports from the dollar area, but instead by a decline as other 
non-dollar suppliers were preferred by the importers. Examples 
of this development can be found in all regions of the world. 

These developments have reflected a narrowing of price 
spreads between the non-dollar and dollar worlds at prevailing 
exchange rates. The former disparities in prices of major 
commodities, for example, lead, zinc, and cotton, have tended 
to disappear, although there are still some important price 
disparities. Closely related to this narrowing of price dis- 
parities has been the increased willingness of countries to sell 
their exports at world prices. Previously, through bilateral 
trade agreements or other devices, a number of countries sought 
to dispose of their exports in higher-priced markets and some 
of them ran into balance of payments difficulties as the higher- 
priced markets failed to absorb the available export capacity. 
This experience has for certain countries seemingly led to the 
conviction that this protection to the export industries was not 
desirable and that exports should move at world prices. 

There are a number of indications of a less conscious, but 
nevertheless important development, namely, that the recent 
trend in liberalization has dampened speculative hoarding of in- 
ternationally traded commodities. As long as the public expecta- 
tion is for decontrol, and unless there is anticipation of a price 
rise, the tendency to hoard internationally traded commodities 
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is considerably weakened by the expectation that the controls 
will, if anything, be relaxed and that prevailing domestic 
scarcity prices may be expected, if anything, to decline, thus 
putting a premium on current sales rather than current hoard- 
ing. 

The trends noted above have a particular relevancy for the 
problem of restrictions. However, the generally favorable 
developments in the world economy, particularly the high 
level of world production and demand, have undoubtedly been 
of primary importance in providing the framework for these 
developments. On the other hand, there are certain unfavora- 
ble factors and uncertainties which must be pointed to if an 
assessment is to be made of the amount of progress which can 
be looked for in the further relaxation of restrictions. Perhaps 
the most important uncertainty is that which arises from the 
existence of the controls themselves. Much of the world’s trade 
is still conducted by countries that buy and sell for soft cur- 
rencies and whose import demand is restrained by restrictions. 
It becomes a matter of judgment as to how important these 
restrictions and controls are in determining the existing pattern 
of domestic production, income and prices, as well as inter- 
national trade and prices. With the decades of experience with 
exchange control which many countries have now had, there is 
often a tendency to emphasize caution in the relaxation of 
restrictions and, conversely, to argue that restrictions are a 
major defensive weapon in ‘‘protecting’” the domestic and 
international position of the country. 

There is also the weakness of certain export industries which 
may find difficulties in selling under more competitive condi- 
tions. Not only is this a problem of protectionism, but also it is 
frequently related to the more general desire of the community 
to avoid unemployment. These have been strong factors in 
the postwar development of bilateralism. 

Closely related is the problem of the reconcilation between 
domestic objectives of high employment and the maintenance 
of international equilibrium. For some countries, the difficulty 
of achieving this equilibrium is increased by the attitude of the 
public towards exchange rate adjustment. In many countries, 
the maintenance of the existing foreign exchange value of the 
currency is seemingly based upon a deeply-rooted desire, while 











STEPS IN THE ROAD TO CONVERTIBILITY 263 


any adjustment, and particularly a depreciation, is politically— 
leaving aside questions of economic effects—most difficult. 
Thus, the problem of the monetary authorities is made much 
more difficult, and at times in practice seems impossible of 
solution: On the one hand, they are told that even a small 
degree of deflation must be avoided, which means that a bias 
is given in favor of policies which carry with them at least a 
risk of inflation, while on the other they are deprived of the 
possibility of changing the exchange rate. The monetary 
authorities continue to have the responsibility for maintaining 
a tolerable balance of payments and reserve position, but simul- 
taneously are deprived of a major flexible instrument for ad- 
justment, while the scope for the use of other instruments of 
adjustment is also significantly limited. Under these condi- 
tions, monetary authorities have from time to time been forced 
to resort to restrictive devices or have certain qualms about 
their elimination. Furthermore, the limitations that have to be 
placed on other means of coping with balance of payments 
difficulties inevitably affect the judgment of responsible officials 
on such matters as the level of adequate reserves. This problem 
is made even more difficult in countries where the exchange 
system itself is used to affect the distribution of income by its 
use as a taxing or subsidy device. Furthermore, despite the 
improvement in the world economic situation, certain coun- 
tries continue to have chronic balance of payments difficulties, 
though only a few of these countries are of major importance in 
international trade and finance. Nevertheless, until their 
problems are solved they are bound to limit or slow up the 
pace of general progress towards convertibility. 

Another major uncertainty—indeed, one that by some is 
considered the prime uncertainty—is related to U. S. business 
conditions and commercial policy. Here, the problem is one 
largely of the outlook for U. S. business conditions and the 
likely trends in U. S. commercial policy. Uncertainty about 
U. S. commercial policy restrains a number of countries from 
making more progress towards the relaxation of restrictions. 


CONCLUSION 


The above has been an attempt to indicate some of the major 
factors affecting the prospects for further progress in achieving 
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convertibility. As stated before, it by no means attempts to 
be exhaustive, and many problems of interest and importance 
for the achievement of full convertibility have not been dis- 
cussed. For example, the question of the need for greater scope 
of capital movements and for the further development of 
international financial markets, particularly in the United 
States, is worthy of further exploration as affecting the world 
payments situation. However, it is hoped that enough has 
been said to form the basis for some general judgments on the 
ability of countries to make further progress towards the 
achievement of convertibility. Now that there is feeling abroad 
of some uncertainty as to the outlook for the U. S. economy, 
the whole problem has become more urgent and acute. There 
are those who obviously believe that even relatively small 
declines in the levels of U. S. employment and income will mean 
both an important fall in dollar earnings by countries abroad, a 
strengthening of U. S. protectionism, and increased competi- 
tion from U. S. firms in third markets. Exchange controls 
already exist in many countries and their use is widespread. 
Progress towards their relaxation is frequently accompanied by 
fears and doubts. That these fears are frequently unmatched 
by the actual facts may still not prevent them from being 
important factors in policy decisions. Inefficient attention 
may be paid to the policies which might or could be adopted, 
even in the event of some decline in U. S. employment and 
income, if countries avoided resort to restrictions. The avail- 
ability of restrictive practices distracts attention from analyzing 
what the adjustment processes might be otherwise. The eco- 
nomic and technical situation with respect to reduction of 
discrimination and relaxation of restrictions has never been 
better since the end of the war, although uncertainties and 
unfavorable factors still remain. Since convertibility, like any 
other policy, means the deliberate choice of one set of alterna- 
tives as against another, there is always the possibility that a 
bad choice will be made and that there may be an unnecessary 
increase in the use of restrictions, protectionism and competi- 
tive international practices, because of a reluctance to strike a 
balance between the costs of existing restrictions and of the 
possible alternatives. 











THE ESCAPE CLAUSE IN U. S. COMMERCIAL 
PRACTICE: ITS IMPACT ON INTER- 
NATIONAL ECONOMIC 
RELATIONS 


S. M. Finger* 


FS Americans are more than faintly aware of the Escape 
Clause in United States commercial agreements. It may, 
therefore, come as a surprise that our principal trading partners 
denounce it as a major obstacle to international trade. 

Perhaps the clearest indication of their attitude was given 
in the replies of fifteen national affiliates of the International 
Chamber of Commerce last fall to an invitation from the 
United States Council of the International Chamber to submit 
memoranda, explaining in what respect the foreign economic 
policies of the United States were particularly ‘‘disadvanta- 
geous and troublesome”’ to business men in each country.' Ten 
of the fifteen respondents listed the Escape Clause as a serious 
barrier to their exports to the U. S. The Japanese gloomily as- 
serted that it “looms as a towering threat to free international 
trade’’; the Dutch that it ‘sows the seeds of self-destruction in 
any success in the sphere of exports.’’ The British, while con- 
ceding that “the escape clause has not yet resulted in any 
significant withdrawal of tariff concessions,” emphasized that 
“it is the likelihood of action under it and the uncertainty as to 
what will be the import duty that is the grave handicap to 
trade.’’ A roughly equivalent position was taken by Canada, 
the German Federal Republic, Australia, Denmark and Sweden. 

The Italian Embassy in Washington, in a memorandum of 
January 15, 1952, warned: 


“If the United States, or for that matter any of the signatories of 
GATT, makes increasing recourse to ‘peril level’ or ‘escape clauses’ 
and adopts restrictive measures with respect to the very items of 


* The opinions expressed in this article are personal ones and do not have any 
official relationship to the Department of State, or its policies. The author would 
like to acknowledge the helpfulness of Mr. John F. Ledity of the Fletcher School 
of Law Diplomacy. 

1 These were collated by the U. S. Council of the International Chamber of 
Commerce last fall under an undated Summary and Index for submission to the 
U.S. Commission on Foreign Economic Policy. 
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foreign imports which stand to benefit by conventional tariff rates 
and other concessions, the very heart of GATT is impaired and the 
whole policy of trade liberalization, while honored in principle, be- 
comes disregarded and inoperative in practice.””* 


The foregoing declarations were made by those friendly to 
freer international trade. The attitude of foreign protectionists 
is typified in the following statement : 


“Moreover, as we have seen, the escape clause, which permits the 
raising of tariffs should imports come in on a massive scale and injure 
U. S. domestic industry (which they are bound to do, unless U. S. 
demand increases faster than supply), has imparted such uncer- 
tainty and risk into export trade to the U. S. as to render its expan- 
sion—which demands large new capital investment in plant and 
designing as well as in advertising and marketing—impossible. The 
peculiar U.S. customs procedure has only set the seal on this.’’* 


These are indeed serious charges. Consequently, it would 
seem useful to examine the origin, purpose and operation of 
the Escape Clause in an effort to evaluate: 1) The extent to 
which it constitutes a barrier to the development of inter- 
national trade; 2) whether its continuance is in the national 
interest; and, if so, 3) whether or not certain modifications 
might be desirable. 


ORIGIN AND HISTORY OF THE ESCAPE CLAUSE 


Prior to the enactment of the Reciprocal Trade Agreements 
Act in 1934, there was little need to consider an Escape Clause. 
Only three treaties binding the U. S. to tariff concessions were 
ratified ; viz. with Canada and Newfoundland in 1854 (effective 
1855-1866), with Hawaii in 1875 (effective 1876-1900) and 
with Cuba in 1902 (still in effect in 1934).4 Thus, as a general 
rule, the U. S. could unilaterally raise or lower tariff duties 
without being obliged to consult with other countries or justify 
its action. 

The first Escape Clauses the writer has been able to find 
appeared in the U. S. trade agreement with Belgium in 1935, 
which provides zn/er alia that: 

2 Department of State Press Release No. 286, April 16, 1952, pp. 3-16. 
* Thomas Balogh, The Dollar Crisis, p. 176, Basil Blackwell, Oxford Press, 1949. 


‘Staff Papers presented to the Commission on Foreign Economic Policy, 
February 1954, pp. 261-264, U. S. Government Printing Office. 
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“The Government of each country reserves the right to withdraw 
the concession granted on any article under this Agreement, or to 
impose quantitative restrictions on any such article if at any time 
there should be evidence that, as a result of the extension of such 
concession to any third countries (through operation of the most- 
favored-nation clause), such countries will obtain the major benefit 
of such concessions and in consequence thereof an unduly large 
increase in importations of such article will take place.” 


The Agreement required consultation over intended with- 
drawal of a concession, but, in the event that no agreement 
could be reached within thirty days, permitted the concession 
to be withdrawn anyway. The other party, if so inclined, could 
then, within fifteen days, give thirty days’ notice of its intention 
to terminate the entire agreement. 

As a matter of record, neither this clause nor a similar one 
included as Article XIV of the Agreement with Sweden in 1935 
was ever invoked. A similar provision was included in the 
U. S.—Swiss Trade Agreement of 1936, however, and under 
it the United States in 1940 withdrew a tariff concession on 
embroidered handkerchiefs. Likewise, a ‘‘third-country” 
Escape Clause in the 1939 Trade Agreement with Canada was 
invoked by the U. S. in 1947 in withdrawing a concession on 
linen fire hose.® 

Another clause in the 1935 agreement with Belgium cited 
above made the following provision: 


“In the event that a wide variation occurs in the rate of exchange 
between the currencies of the United States of America and the 
Belgian—Luxemburg Economic Union, the Government of either 
country, if it considers the change in rate so substantial as to prej- 
udice the industries or commerce of the country, shall be free to 
propose negotiations for the modification of this Agreement or to 
terminate it on thirty days’ notice.” 


A similar clause was included in an agreement with Turkey in 
1939;7 however, this escape for exchange depreciation reasons 


5 Executive Agreement Series, No. 75, Reciprocal Trade-Agreement Between the 
U. S. A. and the Pelgian-Luxemburg Economic Union, 1935, p. 3, U. S. Govern- 
ment Printing Office. 

® Hearing before the Committee on Ways and Means, House of Representatives, 
82nd Congress, First Session on H.R. 1612, January 22, 24, 25, 26, 1951, p. 3. 

7 U. S. Tariff Commission—Trade Agreement between the U. S. and the Republic 
of Turkey—1939; Article 14. 
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was not used under either of the two agreements into which it 
had been written. 

The aforementioned Escape Clauses dealt with particular 
circumstances justifying escapes; viz., currency depreciation 
and increased imports from a third country. With the signature 
of a trade agreement with Argentina at Buenos Aires on Octo- 
ber 14, 1941, there was introduced a provision for consultation 
should any circumstance arise ‘‘prejudicing an industry or the 
commerce” of a country. The relevant clause, Article XII, 
provided: 


“If the Government of either country should consider that any 
circumstance or any measure adopted by the other Government, 
even though it does not conflict with the terms of this Agreement, 
has the effect of nullifying or impairing any object of this Agreement 
or of prejudicing an industry or the commerce of that country, such 
other Government shall give sympathetic consideration to such 
representations or proposals as may be made with a view to effecting 
a mutually satisfactory adjustment of the matter. If no agreement 
is reached with respect to such representations or proposals, the 
Government making them shall be free to suspend or terminate 
this Agreement in whole or in part on thirty days’ written notice.’’® 


As indicated in Secretary of State Hull’s statement to the 
Senate Committee on Finance on May 17, 1943,° the successive 
kinds of Escape Clause represented an evolution toward a type 
which the Administration considered best adapted to the 
problem of effecting prompt remedial action in case of injury 
to a domestic industry—a type which was first included in 
agreement with Mexico in 1942. The evolutionary nature of 
these Clauses was also brought out by the Chairman of the 
Tariff Commission in 1953, when he testified: 


“There have been escape clauses in all of the (reciprocal trade) 
agreements. The earlier ones, being directed to specific problems, 
were not as comprehensive as that currently used which I have just 
quoted. The clause has been improved with experience in dealing 
with the problem. The clause in the Mexican agreement is the best 


* Executive Agreement Series No. 75, Reciprocal Trade-Agreement and Supple- 
mental Exchange of Nates between the United States of America and Argentina—1941— 
U.3.G:PD. 

® Hearings before the Committee on Finance, U. S. Senate, on H.J. Res. III (Ex- 
tension of Reciprocal Trade Agreements Act), May 17, 1943, pp. 14-17. 
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representation of the idea which we have thus far been able to 
evolve.’’?° 


Article XI of the agreement with Mexico provided: 


“If as a result of unforeseen developments and of the concession 
granted on any article enumerated and described in the Schedules 
annexed to this agreement, such article is being imported in such 
increased quantities and under such conditions as to cause or 
threaten serious injury to domestic producers of like or similiar 
articles, the Government of either country shall be free to withdraw 
the concession, in whole or in part, or to modify it, to the extent 
and for such time as may be necessary to prevent such injury. . . .""" 


This Escape Clause differs from the “‘Argentine’’ clause in 
that it 1) separates out the concept of nullification and impair- 
ment which appears in the latter; 2) is more specific as to the 
nature of an injury to domestic producers; and 3) spells out 
more clearly the right to withdraw a concession. 

In the U. S. only one case arose under this clause of the trade 
agreement with Mexico—an investigation made at the request 
of American manufacturers of spring clothes pins. The Tariff 
Commission on December 20, 1949, decided that, though im- 
ports were larger, both absolutely and relative to domestic 
production, no serious injury or threat had resulted for the 
American industry. 

Mexico, on the other hand, invoked Article XI in 1947, rais- 
ing duties on twelve items which had been the subject of con- 
cessions to the U. S. in 1942. The U. S. agreed to sizable Mexi- 
can tariff increases on these items without seeking compensa- 
tion. (At the time, Mexico had an adverse dollar balance-of- 
payments, occasioned by a sharp rise in imports.) Mexico also 
raised duties on virtually all non-concession items and proposed 
higher rates on concession items other than the twelve on which 
the U. S. had agreed to accept concession withdrawals. The 
U. S. accepted these increases, too, but on condition that it 
would be compensated therefor in future negotiations. These 
negotiations did not produce an accord satisfactory to the 


© Hearings before the Committee cn Ways and Means, House of Representatives, 
78th Congress, on H. J. Res. III (Extension of Reciprocal Trade Agreements Act), 
April 12-23, 1943, p. 364—testimony of Mr. Lynn Edminster. 

11U. S. Tariff Commission, Trade Agreement between the United States and 
Mexico, Washington, 1943—Art. XI, p. 1, p. 326. 
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U. S.; consequently, the Agreement was terminated on June 23, 
1950, effective at the close of December 31, 1950.!? 

An Escape Clause of the ‘‘Mexican’’ type has been included 
in all U. S. Trade Agreements negotiated since 1943** and in 
the General Agreement on Tariffs and Trade, to which the 
U.S. isa party. 


THE ESCAPE CLAUSE IN THE GENERAL AGREEMENT ON 
TARIFFS AND TRADE 


In 1945, the Administration, in its effort to obtain legislation 
extending the Trade Agreements Act for three years and per- 
mitting the President to negotiate further reductions in duties 
(as much as 50 per cent below the 1945 level) assured Congress 
that future trade agreements would include an Escape Clause 
(of the ‘‘Mexican” type).'4 This commitment was formally 
recognized in Executive Order No. 9832 of February 25, 1947. 
An accompanying statement by the President noted that the 
order had ensued from conversations between Undersecretaries 
of State Acheson and Clayton and Senators Vandenberg and 
Millikin. The statement made it clear that the Administration’s 
motive for spelling out the commitment was to obtain bi- 
partisan support for negotiations to begin at Geneva April 10, 
1947, with eighteen other nations looking toward the conclusion 
of the General Agreement on Tariffs and Trade.'® (The Repub- 
lican party had won control of Congress in the 1946 elections.) 
Consequently, at Geneva, the United States delegation sup- 
ported the inclusion of an Escape Clause (Art. XIX) in the 
General Agreement. 

GATT Article XIX opens with a paragraph (1a) substan- 
tially like Article XI of the Mexican Agreement. Paragraph 1b, 
however, 2lso provides an escape in the event that a concession 
granted causes or threatens serious injury to the industry of a 

122U. S. Tariff Commission, Thirty-Fourth Annual Report, 1950, p. 16, U. S. 
Gov't Printing Office. 

13 Hearings before the Committee on Ways and Means, House of Representatives, 
82nd Congress, first session on H.R. 1612, p. 13—Memorandum submitted by the 
Secretary of State. 

4 Hearings before the Committee on Finance, U. S. Senate, 79th Congress, First 
Session on H.R. 3240 (1945 Extension of the Reciprocal Trade Agreements Act), 
ane. Hon. William L. Clayton, Assistant Secretary of State, June 1, 1945, 


18 U. S. Tariff Commission, Operation of the Trade Agreements Program, Second 
Series, No. 160, Part II, Appendix D & E, U.S. G.P.O. 1949. 
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contracting party which has received a preference. Thus, for 
example, if, as a result of a concession granted, Canadian im- 
ports of a product from the U. S. should cause or threaten 
serious injury to the industry producing a like or similar product 
in South Africa, Canada would be free, if South Africa so re- 
quested, to withdraw or modify the concession. Though the 
example given refers to the British Commonwealth, similar 
preference cases could arise in 1) the French Union; 2) Chile- 
Argentina-Bolivia-Peru; and 3) the United States, its depend- 
ent territories and the Philippines. In any event, no case has 
yet arisen under this clause, which resembles Art. XIV of the 
U. S.—Swedish Agreement of 1935 cited above. 

Paragraph 2 of GATT XIX requires “‘notice in writing to the 
Contracting Parties as far in advance as may be practicable” 
and consultations with “the Contracting Parties and those 
contracting parties having a substantial interest as exporters of 
the product concerned”’ whenever a concession is to be with- 
drawn under paragraph one. Nevertheless, 


“in critical circumstances, where delay would cause damage which 
it would be difficult to repair, action under paragraph one of this 
Article may be taken provisionally without prior consultation, on 
the condition that consultation shall be affected immediately after 
taking such action.”” 


The latter provision was invoked by the United States in 1950 
to withdraw, prior to consultation, a tariff concession on cer- 
tain fur felt hats and hat bodies for women’s wear. Following a 
protest by Czechoslovakia, a GATT Working Party investi- 
gated the case and concluded that the U. S. action was not a 
breach of its obligations.” 


16 Preference granted under the Philippine Trade Act of 1946. This act also has 
a type of Escape Clause, Sec. 504, which authorizes the President to establish 
7 on Philippine articles which he finds, after investigation by the Tariff 

ommission, are coming or likely to come into substantial competition with like 
articles produced in the U. S. It has never been invoked. Cf., U. S. Tariff Com- 
mission, 37th Annual Report, 1953, p. 26. 

1 This emergency provision was not in the original draft, but was introduced at 
the London preparatory conference on the ITO in 1946. Cf. W. A. Brown, Jr., 
The U.S. and the Restoration of World Trade, p. 90, Brookings Institution 1950. 

1%* The Contracting Parties to the General Agreement on Tariffs and Trade, 
Report on the Withdrawal by the U. S. of a Tariff Concession under Article XIX of 
the General Agreement cn Tariffs and Trade, Geneva, November 1951. 

Note: When capitalized, Contracting Parties refers to the contracting parties 
acting as a joint body. 








272 S. M. FINGER 


Paragraph three of Article XIX permits a contracting party, 
in the event that it cannot reach an agreement with other inter- 
ested contracting parties, to withdraw a concession anyway; 
however, the latter may then withdraw “such substantially 
equivalent obligations or concessions under this Agreement the 
suspension of which the Contracting Parties do not disap- 
prove.” 

Thus far only the U. S. has invoked Article XIX and it has 
done so in only four cases. The first was the Women’s Fur Felt 
Hats and Hat Bodies case in 1950, mentioned above. In the 
second, involving Hatter’s Fur, the U. S. first informed Bel- 
gium, the principal supplier, that, based on a Tariff Commission 
finding of serious injury to domestic producers of like or di- 
rectly competitive products, resulting in part from a GATT 
tariff concession, the U. S. intended to modify the concession. 
Consultations between the two countries did not produce an 
agreement. Accordingly, the U. S. on Feb. 9, 1952, modified 
the concession. Subsequently, Belgium took compensatory 
action by suspending the application to U. S. imports of its 
concession on mastics (certain industrial waxes, adhesives and 
putties). In the Dried Figs case, the U. S. modified, effective 
Aug. 30, 1952, certain tariff concessions granted at the Torquay 
(GATT) conference. Turkey withdrew equivalent concessions 
from the U. S., while Greece protested and asked the U. S. for 
compensatory concessions. In all three of these cases, the 
Tariff Commission has periodically reviewed the situation, but 
has not yet found that any of the concessions could be restored 
without causing or threatening serious injury to the domestic 
industries concerned. (For further information on these cases, 
see U. S. Tariff Commission, Second Series, Reports No. 170, 
178 and 188.) 

The fourth case under GATT Article XIX involved Alsike 
Clover Seed. Following a unanimous recommendation by the 
Tariff Commission, the President on June 30, 1954 proclaimed 
that the concessions granted under GATT would be modified 
for the 12-month period beginning July 1, 1954. The only 
important supplier of this commodity was Canada.” 

The total value of American imports of these four commod- 


17 U.S. Tariff Commission, Report to the President on Escape Clause Investigation 
No. 31, May 1954. 
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ities in 1951 was only about $3.5 million,” a minute percentage 
of the GATT concessions granted by the U. S. on import items 
valued at over $2.5 billion. The other contracting parties have 
not withdrawn any concessions under Article XIX, but they 
have imposed restrictions and withdrawn substantial conces- 
sions under other GATT provisions. At Torquay in 1950, for 
example, fifteen countries, not including the U. S., withdrew 
under GATT Article XXVIII (which permits negotiated tariff 
readjustments) concessions on products of which annual U. S. 
exports to them amounted to about $100 million. As compensa- 
tion, they granted concessions on products of which U. S. an- 
nual exports amounted in 1949 to about $102 million." It is 
difficult to make an accurate estimate of the concessions ren- 
dered ineffective by the use of GATT Art. XII, which permits 
such import restrictions as may be required to safeguard a 
country’s balance of payments, but the total certainly dwarfs 
the value of American concessions withdrawn under the 
Escape Clause. On the other hand, protectionist measures 
applied by the U. S. under the Escape Clause or other provi- 
sions, in so far as they may aggravate the balance-of-payments 
problem of other countries, serve to prolong and accentuate the 
restrictive practices of these countries. 

In actual practice, all Escape Clause cases coming before the 
U. S. Tariff Commission have been investigated successively 
under Executive Orders No. 9832, February 25, 1947; 10004, 
October 5, 1948; and 10082, October 5, 1949; and Section seven 
of the Trade Agreements Extension Act of 1951. The criteria of 
the first three correspond fairly well with those of GATT Arti- 
cle XIX, paragraph 1a, but Section seven differs from the latter 
in several respects, as will be seen by comparing the two. 


GATT Article XIX 


“I. (a) If, as a result of unforeseen developments and of the 
effect of the obligations incurred by a contracting party under this 
Agreement, including tariff concessions, any product is being im- 
ported into the territory of that contracting party in such increased 


2% The fifth Escape Clause action in which a concession was withdrawn, con- 
cerning watch movements, was of much greater consequence, but it did not involve 
a GATT concession. It is discussed later in this paper. 

*1U. S. Tariff Commission, Operation of the Trade Agreements Program, Fifth 
Report, pp. 17-18. 











274 S. M. FINGER 


quantities and under such conditions as to cause or threaten serious 
injury to domestic producers in that territory of like or directly 
competitive products, the contracting party shall be free, in respect 
of such product, and to the extent and for such time as may be 
necessary to prevent or remedy such injury, to suspend the obliga- 
tion in whole or in part or to withdraw or modify the concession.” 


Trade Agreement Extension Act of 1951 


“‘Sec. 7. (a) Upon the request of the President, upon resolution 
of either House of Congress, upon resolution of either the Com- 
mittee on Finance of the Senate or the Committee on Ways and 
Means of the House of Representatives, upon its own motion, or 
upon application of any interested party, the United States Tariff 
Commission shall promptly make an investigation and make a 
report thereon not later than nine months after the application 
concession has been granted under a trade agreement is, as a result, 
in whole or in part, of the duty or other customs treatment reflecting 
such concession, being imported into the United States in such in- 
creased quantities, either actual or relative, as to cause or threaten 
serious injury to the domestic industry producing like or directly 
competitive products. (As amended by Trade Agreements Exten- 
sion Act of 1953, Public Law 215, 83d Congress (67 Stat. 472.)” 


The following significant differences will be noted: 

1. The GATT article reads: “If, as a result of unforeseen 
developments . . .”’; Section 7 has no such provision. It is clear 
from the Hearings before the Committee on Finance, U.S. Senate, 
82nd Congress on H.R. 1612 (pp. 43-44), that the deletion was 
intentional on the part of Congress. In actual practice, how- 
ever, the deletion appears to have made little difference. The 
Tariff Commission has held from the beginning that any serious 
injury must have been unforeseen, ‘‘in the light of the objec- 
tives of the trade-agreement program and of the escape clause 
itself.’’?? 

2. GATT XIX continues: “‘and of the effect of the obliga- 
tions incurred by a contracting party under this Agreement, 
including tariff concessions.’’ Section 7a reads: “‘as a result, in 
whole or in part, of the duty or other customs treatment re- 
flecting such concession.’’ The latter would permit withdrawal 

#2U. S. Tariff Commission, Procedure and Criteria with Respect to the Adminis- 


tration of the ‘Escape Clause" in Trade Agreements, prepared Feb. 1948, revised 
Feb. 1950. 
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of a tariff concession even if the increased imports were only 
in part a result of the concession. Here again, however, the 
Tariff Commission’s Procedure and Criteria indicates that, even 
before the enactment of the 1951 act, the Commission did not 
consider it necessary to establish that the concession was the 
sole cause. The Commission also states that the binding of a 
duty might be considered a cause of increased imports, since 
foreign producers might thus be encouraged to take certain 
steps (expansion of equipment, establishment of market con- 
nections, etc.) which they might otherwise hesitate to do. 

3. GATT XIX reads: “in such increased quantities . . . as 
to cause or threaten serious injury.” Section 7a reads: ‘‘in such 
increased quantities, either actual or relative, as to cause or 
threaten serious injury.”” In this case, too, Procedure and 
Criteria indicates that the Tariff Commission’s practice antici- 
pated the Congressional Act, which only spelled out what the 
Commission had been doing anyway. It states: 


“If imports, although at the same or at even lower level than in the 
base period, have increased relative to declining domestic produc- 
tion and injury to domestic producers has resulted, action is per- 
missible under the escape clause.’’** 


Actually, the differences in terminology described above have 
not occasioned any serious difficulties with other GATT con- 
tracting parties. This may be due in part to the fact that in 
practice the U. S. has withdrawn only four concessions under 
GATT Article XIX. It may also be due to oral discussions 
during the GATT negotiations which made it clear that injury 
could be held to have resulted from a relative increase in im- 
ports and that action could be taken even if the injury were 
due only in part to increased imports. With regard to the 
“unforeseen developments” discrepancy, it is worthy of note 
that in the Women’s Fur Felt Hats and Hat Bodies case, the 
Czech representatives included in their protest against the 
withdrawal of a concession by the U. S. an argument that the 
increase in imports could have been foreseen. The GATT Work- 
ing Party investigating the case ruled that this development 


23 For a fuller discussion of these differences in terminology, see Ansel F. Lux- 
ford, Brief of Principal Importers of British Motorc — and Indian Sales Corp. 
before the U. S. Tariff Commission Hs the Matter of 
tion 7 of the Trade Agreements Extension Act of 1951. 


nvestigation No. 1 under Sec- 
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was not foreseen by American negotiators of the concession, an 
interpretation which is not in conflict with the Procedure and 
Criteria established by the U. S. Tariff Commission. 


ESCAPE CLAUSE PROCEDURE 


The procedure under which the Tariff Commission®® in- 
vestigated Escape Clause cases prior to June 1951 is outlined in 
its report dated February 24, 1948, entitled ‘‘Procedure and 
Criteria with Respect to the Administration of the ‘Escape 
Clause’ in Trade Agreements.’’ The following excerpt there- 
from is pertinent to investigations: 


“The Presidential order provides that investigations by the 
Tariff Commission under the escape clause shall be made upon the 
request of the President, upon the motion of the Commission itself, 
or upon application of any interested party when in the judgment of 
the Commission there is good and sufficient reason therefor. 

‘The procedure to be followed in investigations under Executive 
Order 9832 is given in detail in the Amendment to Rules of Practice 
and Procedure, published by the Tariff Commission in June 1947. 
In brief, the procedure consists of open hearings after public notice, 
investigation by the staff of the Commission, preparation of the 
Commission’s report, and, if serious injury or threat of injury is 
found, transmittal of the report with findings and recommendations 


4 The Contracting Parties to the General Agreement on Tariffs and Trade, 
Report on the Withdrawal by the U. S. of a Tariff Concession under Article XIX of 
the General Agreement on Tariffs and Trade, November, 1951. The other two con- 
cessions withdrawn were on Hatters’ Fur and Dried Figs. In the Hatters’ Fur 
case, Belgium, the principal supplier, withdrew equivalent a In the 
Dried Figs case, Turkey withdrew equivalent concessions from the U. S., while 
Greece protested and asked the U. S. for compensatory concessions. They protests 
and retaliatory action in the latter two cases, however, were not against any 
illegality in the U. S. action but rather against the Escape itself. Cf. Internaticnal 
— Policy Issues, Chamber of Commerce of the U. S., Washington, D. C., 1953, 
p- 

is ‘rhe six members of the Tariff Commission are appointed by the President, 
by and with the advice and consent of the Senate; the Commission is an independ- 
ent agency not affiliated with any of the executive departments. Under the Tariff 
Act of 1931, Title III, the Commissioners are appointed for six year terms, with 
each one ending his term in a different year. They may be and have beeen reap- 
pointed. Not more than three of the Commissioners may be of the same party. 
The Commission is required to put at the disposal of the President and the appro- 
priate committees (Senate Committee on Finance, House Committee on Ways 
and Means) all information at its command and to make such additional inv estiga- 
tions and reports as may be requested by the President and by the committees. It 
must also make, under Section 330 (g) of the Tariff Act of 1930, an annual report 
to Congress. For additional information about the organization and responsibil- 


ities of the Commission, please see U. S. Tariff Commission, Fourteenth Annual 
Report, 1930. 
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to the President. The Tariff Commission is to issue public notice of 
each properly-filed application for investigation under Executive 
Order 9832 and, if an application is dismissed, it is to issue a state- 
ment of the reasons for the dismissal. Due notice must also be given 
of the institution of investigations at the request of the President 
or on the initiative of the Commission. 

“The applicant for an investigation is requested to file with his 
application as much information as may be readily available to him 
regarding certain matters listed in the Rules, such as imports, pro- 
duction, sales, exports, labor engaged in direct production, com- 
parability of the domestic and foreign article, the nature and extent 
of the injury to the domestic producer which is alleged to be caused 
or threatened, and various other matters. The purpose in asking 
for such information of this character as it may be practicable to 
furnish is to assist the Commission in determining whether the 
circumstances warrant an investigation under Executive Order 9832. 
It is, however, preliminary to, and not a substitute for, the investiga- 
tion itself, should the Tariff Commission decide that an investiga- 
tion is warranted. This requirement has for its purpose to enable 
the Commission more readily to determine whether or not the 
application has prima facie merit. The Commission encourages 
informal conferences with prospective applicants to aid them in 
deciding whether to request an investigation, and if they decide to 
do so, to advise with them regarding the character of the informa- 
tion which in their special circumstances should accompany the 
application.” 


Before the Trade Agreements Extension Act of 1951 became 
effective, 23 applications were received for escape investiga- 
tions. In 16 of these cases, the Commission decided after pre- 
liminary inquiry that the data submitted in the application did 
not show a sufficient likelihood of serious injury or threat of 
injury to warrant a formal report. Ten of these dismissal 
recommendations were unanimous, two 4-2 and one 5-1. In 
three cases the motions to conduct a formal investigation failed 
by an evenly divided vote.” 

When the Act of 1951 became effective, the Tariff Commis- 

%* Executive Order 9832 of February 25, 1947. This was superseded by Execu- 
tive Orders 10004 of October 5, 1948, and 10082 of October 5, 1949, neither of 
which altered the procedure outlined above. 


U.S. Tariff Commission, Mimeographed oe to the President with respect 
to certain Petroleum Products, released September 4, 1952, ‘‘Comments of Com- 


missioners Ryder, Edminster and Durand upon the Separate Statement of Com- 
missioners Brossard and Gregg,” pp. 9-10. 
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sion was required by Section 7a thereof to make an investiga- 
tion and report in the case of any application for Escape Clause 
action. 

This procedural change was severely criticized by the British 
National Committee, International Chamber of Commerce, 
which wrote: 


‘The procedure laid down makes it possible for any interested party 
in the United States to file an application with the Tariff Commis- 
sion, no matter how frivolous or irresponsible it may be, and the 
Tariff Commission must investigate it. If the application is re- 
jected, then there is nothing to prevent the party renewing the 
application immediately and thus keeping the matter sub-judice.”’ 


The British National Committee complained that the cost of 
being represented through American importers at Tariff Com- 
mission hearings is very heavy, particularly if there are re- 
peated investigations of the same product.” 

In fact, five repeat applications were filed in 1952-1953, three 
within less than a year after the previous investigation had 
been completed.” 

In other respects there has been no substantial change in the 
Escape Clause procedure outlined by the Tariff Commission in 
its report quoted above. 


THE RECORD OF ESCAPE CLAUSE PROCEEDINGS IN THE 
UNITED STATES 


Up to July 28, 1954, 56 Escape Clause applications had been 
filed with the U. S. Tariff Commission, as shown in Table 1. 

That the Escape Clause was invoked only 5 times in 6% years 
appears very creditable, in view of the fact that U. S. imports 
increased by more than half during the period and that at the 
GATT sessions alone the U. S. granted concessions or bound 
tariffs on some 5000 import items. It should be noted, how- 
ever, that many recommendations against tariff relief were by a 
slim majority. Moreover, a reading of the investigation re- 
ports reveals that certain Commissioners showed a consistently 

% ‘Memorandum for the Consideration of the U. S. Commission on Foreign 
Economic Policy,” prepared September 21, 1953, by the British National Com- 
mittee, International Chamber of Commerce. 


® Staff Papers presented to the Commission on Foreign Economic Policy, 
February 1954, p. 290. 
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TABLE 1 


Status of Escape Clause Applications Filed with the 
Tariff Commission, as of July 28, 1954 





Total applications filed with Tariff Commission 56 
Withdrawn without action by Commission 5 
Commission decision pending 
Cases decided by Commission 45 
Against escape action 32° 
For escape action 12 
Evenly divided 1 
Recommendations to President for escape action 13 
President invoked escape clause 
President refused to invoke escape clause St 
President requested further study 
President deferred action it 





* Includes 16 cases dismissed after preliminary inquiry. 
+ Changed to 6 and 0 respectively, when the President decided not to increase 
duties on lead and zinc. 


Source: Foreign Operations Administration, Executive Secretariat Note No. 
303, August 11, 1954, “‘Escape Clause Proceedings from 1948 to 1953.” 


more protectionist attitude than others. Since renewed applica- 
tions without limit may be made for a product on which tariff 
modifications have been previously rejected and precedence is 
not used as a criterion, a change in personnel might bring about 
a significant shift in the orientation of the Commission's deci- 
sions. In fact, reference to Table 2 below would indicate some 
such shift in 1953. 

The split decisions offer a most interesting insight into the 
fundamental concepts that have divided the Commissioners. 
Principal points of difference have been the following: 

1. Share of the market. In the Escape Clause cases involving 
spring clothespins, groundfish fillets and certain types of canned 
tuna and bonito, the Commission ruled three to two that, even 
though imports had increased and represented a larger share 
of the market, the domestic industry was not injured as long 
as its absolute domestic sales had not declined. The majority 
did not deny that an increase in imports had occurred, in the 
sense of Section 7a, but held that the increase did not con- 
stitute serious injury, as the protectionist minority contended. 

In the case of watches, the Commission recommended four 
to two that the concession lowering the duty be withdrawn. 
Three of the Commissioners based their recommendations for 
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TABLE 2 


Disposition of Escape Clause Applications Filed with 
the Tariff Commission, 1948-53 








Disposition 
Commodity (Vote of Commission in parentheses) 
1948: 
1. Marrons Dismissed after preliminary inquiry (unanimous) 
2. Whiskies and spirits Dismissed after preliminary inquiry (unanimous) 
3. Spring clothespins No modification recommended (5-1) 
1949: 
4. Knitted berets, wool Dismissed after preliminary inquiry (3-3) 
5. Crude petroleum and products Dismissed after preliminary inquiry (4-2) 
6. Hops Dismissed after preliminary inquiry (4-2) 
7. Reeds Dismissed after preliminary inquiry (unanimous) 
8. Narcissus bulbs Dismissed after preliminary inquiry (unanimous) 
9. Sponges Dismissed after preliminary inquiry (3-3) 
10. Gloves and mittens Application withdrawn 
11. Knitted berets, wool Dismissed after preliminary inquiry (5-1) 
1950: 
12. Silk woven fabrics Dismissed after preliminary inquiry (unanimous) 
13. Women s fur felt hat bodies Relief recommended, granted by President (unanimous) 
14. Stencil silk, dyed or colored Dismissed after preliminary inquiry (unanimous) 
15. Beef and veal Dismissed after preliminary inquiry (3-3) 
16. Aluminum and alloys Dismissed after preliminary inquiry (unanimous) 
17. Lea Dismissed after preliminary inquiry (unanimous) 
18. Hatters’ fur Relief recommended, granted by President (unanimous) 
1951: 
19. Watches, movements, and parts Relief recommended, not granted by President (4-2) 
20. Motorcycles and parts © modification recommended (3-2) 
21. Blue-mold cheese No modification recommended (4-1) 
22. Woodscrews No modification recommended (4-2) 
23. Spring clothespins No modification recommended (3-2) 
24. Groundfish fillets No modification recommended (3-2) 
25. Garlic Relief recommended, not granted by President (4-2) 
26. Bicycles and parts No modification recommended (unanimous) 
27. Glacé cherries No modification recommended (3-2) 
28. Bonito and tuna not in oil No modification recommended (3-2) 
conn Tobacco pipes and bowls Relief recommended, not granted by President (unanimous) 
1952: 
30. Household china tableware No modification recommended (unanimous) 
31. Dried figs Relief recommended, granted by President (unanimous) 
32. Wood screws © modification recommended (3-1) 
33. Pregnant mares’ urine, estrogens No modification recommended a 
34. Chalk whiting No modification recommended (3-1) 
35. Woodwind musicalinstruments No modification recommended (unanimous) 
36. Cords and twine Application withdrawn 
37. Cotton carding machinery No modification recommended (unanimous) 
*38. Screen-printed silk scarves Relief recommended, President requested further study 
(unanimous) 
39. Rosaries No modification recommended (unanimous) 
40. Metal watch braceletsand parts No modification recommended (unanimous) 
*41. Hand blown glassware ——, evenly divided, President requested further 
study (3-3) 
1953: 
42. Mustard seeds No modification recommended (unanimous) 
*43. Scissors and shears Relief recommended, not granted by President (4-2) 
*44. Groundfish fillets Relief recommended, not granted by President (3-2) 
*45. Watch movements and parts Relief recommended, granted by President (4—2) 
*46. Lead and zinc Relief recommended, President deferred actiont (unan- 
imous) 
47. Straight pins Dismissed without formal finding (unanimous) 
48. Safety pins Dismissed without forma! fiiding (unanimous) 
49. Fluorspar, acid grade Dismissed at applicant's request 
*50. Alsike clover seed Relief recommended, granted by President in part (unan- 


imous) 





* Action by President Eisenhower. 
+ In August 1954 President Eisenhower announced that he was rejecting the tariff increase request 


but was authorizing a 


Source: Same as Table 1. 
Note: Except for cascs dismissed after preliminary irquiry, the reports of the first 31 investiga- 
tions were printed by the U. S. G.P.O.: 
were published in mimeographed reports by the Tariff Commission. 


U.S. 


stepped up stock piling program. 


Tcriff Commission, Second Series. Investigations 32-50 
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withdrawal of the concession partly on the fact that imports 
were supplying a larger share of the U. S. market. Commis- 
sioner Edminister, though he went along on the recommenda- 
tion, rejected the share doctrine. 

2. Ability to shift to other products. In the spring clothespins 
and glacé cherries cases (3—2) and the wood screw case (3-1), a 
majority held that an industry which had successfully shifted 
to other lines of production was not seriously injured. 

3. Like or directly competitive product. In the motorcycle 
case, the Commission found (4~2) that medium-weight British 
motorcycles imported into the U. S. were not “like or directly 
competitive” with heavy-weight American motorcycles. Simi- 
larly, in the tuna and bonito case it found that imported tuna 
canned in brine and imported canned bonito were not directly 
competitive with the tuna canned in oil in the U. S. 

4. “The industry producing” vs. “‘segment of industry.’ In the 
motorcycle and chalk whiting cases, a majority found that 
serious injury had occurred only in a segment of ‘‘the industry 
producing like or directly competitive products.” 

In the garlic case, four Commissioners recommended that a 
tariff concession be withdrawn. Two dissented, arguing inter 
alia that garlic growing did not constitute an “industry” in 
the U. S., since even on the relatively few farms where it is 
grown, it constitutes only a minor part of total crops. This 
argument was supported by the President when he rejected the 
majority recommendation of the Tariff Commission. 

5. Base period. An increase in imports and domestic produc- 
tion must, of course, be reckoned from a base period. In the cases 
involving wood screws, ground-fish fillets and canned bonito 
and tuna, a majority of the Commission selected 1935-1939 as 
the last normal period. They argued that the war years were 
obviously abnormal, and that the period 1946-1948, which 
immediately preceded the concessions, was one in which the 
interested foreign countries were still recovering from the war. 
Indeed, considering the size of the ‘‘dollar gap” in that period, 
it could hardly be considered normal. 

A minority of one in the wood screw case and two in the 
other two cases argued for 1946-1948 as the base period, con- 
tending that 1935-1939 was a depression period. 

6. Cause of the decline in an industry. Some members of the 
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Tariff Commission have argued that if imports have increased, 
either absolutely or relatively, and the domestic industry pro- 
ducing a like or directly competitive product has declined, the 
tariff concession must be held to have caused serious injury. 
This position was taken by one Commissioner in the chalk 
whiting case and two in the motorcycle case, but a majority 
of the Commissioners held that the decline in domestic pro- 
duction resulted from causes other than the tariff concession. 

In the hand-blown glassware case, the Commission split 3-3, 
one of the principal points of contention being whether the 
domestic industry’s decline resulted from the tariff concession 
or from the competition of machine-made glassware. The 
President requested further study, which is believed to be 
still under way. 

The foregoing discussion of the more controversial causes 
indicates the extent to which a protectionist or free-trade 
philosophy on the part of the Commissioners can influence the 
interpretation of issues presented. 

In considering Tariff Commission recommendations, the 
President has, with the notable exception of the watch case, 
tended to side with the Commissioners favoring a strict inter- 
pretation of the Escape Clause and against the protectionists.® 
Thus, of 13 recommendations for escape action, the President 
has accepted five (of which four were unanimous recommenda- 
tions), rejected six (of which two were unanimous recommenda- 
tions), and requested further study on two. He has generally 
shown a judicious attitude in interpreting the “serious injury” 
concept and great concern for the national interest and over-all 
international implications. For example, in his letters to the 
appropriate House and Senate Committees dated July 21, 
1952, rejecting a 4-2 recommendation that duties on garlic be 
increased, President Truman pointed out that a few American 
producers grew most of our garlic, and that these could shift 


% The discretionary authority of the President in Escape Clause cases is spelled 
out in section 7 (c) of the Trade Agreements Extension Act of 1951: 

“(c) Upon receipt of the Tariff Commission’s report of its investigation and 
hearings, the President may make such adjustments in the rates of duty, impose 
such quotas, or make such other modifications as are found and reported by the 
Commission to be necessary to prevent or remedy serious injury to the respective 
domestic industry. If the President does not take such action within sixty days 
he shall immediately submit a report to the Committee on Ways and Means of the 
House and to the Committee on Finance of the Senate stating why he has not 
made such adjustments or modifications, or imposed such quotas.” 
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to other crops; therefore, ‘‘serious injury’’ could not be estab- 
lished. He also noted that Italy, the principal supplier of 
garlic, had already been injured by 1) the withdrawal of tariff 
concessions on hatters’ fur and women’s fur felt hats and hat 
bodies; 2) by the imposition of fees on almonds above a certain 
quota (under Section 22 of the AAA); and 3) by restrictions on 
cheese imports under Section 104 of the Defense Production 
Act.*? 

In the tobacco pipes case, the Commission unanimously 
recommended an increase in tariffs on briar pipes and pipe 
bowls valued at not more than $5 per dozen. In rejecting this 
recommendation, President Eisenhower on November 10, 1953, 
expressed the opinion that the decline of the U. S. pipe industry 
was not a result of the tariff concession, but of a change in con- 
sumer tastes away from pipe smoking. He also stressed the 
fact that the disposal of surplus pipes from U. S. Army stocks 
had caused temporary marketing difficulties. 

In two additional cases in 1953, involving hand-blown glass- 
ware and screen-printed silk scarves, the President deferred 
decision on Tariff Commission recommendations to increase 
tariff duties and requested additional information as to the 
cause of the domestic industry’s decline. 

The first half of 1954 saw the largest number of Commission 
recommendations for tariff increases of any six-month period in 
the history of the Escape Clause: scissors and shears (4—2); 
groundfish fillets (3-2); lead and zinc (unanimous); alsike 
clover seed (unanimous); watches, movements and parts 
(4-2). Of these the President rejected the first three and ac- 
cepted the latter two. 

The watch movements case was by far the most important 
action in the history of the Escape Clause, from the stand- 
point of the value of the commodities affected and the impact 
on public opinion abroad. U. S. imports of watches and move- 
ments in 1953 were valued at $79 million, compared to an 
annual average of $57 million in 1946-50 and $10 million in 
1936-40. This item alone accounted for about half of Swiss 
exports to the U. S. On July 27, 1954, the President announced 
he had accepted the Tariff Commission’s recommendation that 
tariff duties on certain types of watches and movements be 


31 U.S. Tariff Commission, Report Number 177, Second Series. 
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increased by 50 per cent but in no case above the original rates 
set in the Tariff Act of 1930. This action was based on the 
Commission’s finding that watches and movements were being 
imported in such increased quantities as to cause serious injury 
to the American manufacturing industry. It was also stated 
that ‘‘the President’s action will have an important collateral 
effect in contributing to the maintenance of a satisfactory in- 
dustrial mobilization base for the domestic production of 
watch movements and other precision devices necessary for 
national defense. An Interdepartmental Committee on the 
Jeweled Watch Industry has recently reported to the Director 
of the Office of Defense Mobilization that preservation of the 
unique skills of this industry is essential to the national secu- 
rity.’’*? 

At the time this paper was prepared, the writer was not able 
to obtain a copy of the report issued by the Office of Defense 
Mobilization on the defense aspects of the case. He was, how- 
ever, impressed by the arguments of dissenting Tariff Commis- 
sioners Ryder and McGill, who cited figures showing that at 
the end of 1953 employment in the watch-making industry 
was at record levels and profits relatively good. The majority 
Commissioners did not dispute these facts, but noted that they 
were only possible because of defense contracts for the indus- 
try, which could not be considered a stable long-run factor. 
Here again the writer is inclined to agree with the minority 
Commissioners that the probability of continuing international 
tension would appeer to offer a stable future for defense con- 
tracts to the watch-making industry.** 

The impact of this case on European opinion has been strik- 
ing. Switzerland, where the watch industry employs 1/10 of all 
workers and depends strongly on exports to the U. S., was the 
scene of sharp protests. An American traveler in Switzerland 
in August saw many signs in shops reading: ‘“‘We are not selling 
American goods” and was told by the Swiss agent of one Amer- 
ican automobile firm that he had 700 cancellations in less than a 
month. Officially it was indicated that Switzerland intended to 
make full use of the compensation provisions in the 1950 U. S.— 
Swiss Agreement to demand lower U. S. tariffs on other Swiss 


82 White House Press Release of July 27, 1954. 
33 U.S. Tariff Commission, Report to the President on Escape Clause Investigation 
No. 26, May 1954. 
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goods or higher Swiss tariffs on U. S. goods. Thus the U. S. may 
lose more commercially than the value of imported watches 
affected by the tariff increase, to say nothing of the great loss 
in goodwill. Other European countries, though not directly 
affected, were also seriously concerned. A typical Italian press 
comment, appearing in Corriere della Sera on August 28, 1954, 
noted that this was the first application of the Escape Clause 
against the products of a major industry in a foreign country 
and expressed serious concern lest this symbolize a revival of 
protectionism in the U. S. There were numerous comments 
that while the U. S. continues to give lip-service to the prin- 
ciples of free trade, its actions prove the contrary. 

On the other hand, there was surprisingly little comment on 
the President’s rejection of the Tariff Commission’s unanimous 
recommendation that duties on lead and zinc be increased. In 
this case he agreed with the Commission that these industries 
required relief, but stated that ‘‘a serious question exists as to 
the magnitude of the direct benefits that could be expected 
from the recommended tariff increases. . . . Since the benefits 
to be derived from the increase of the tariff are of doubtful 
value, I am not prepared to seek them at the expense of the 
serious adverse consequences that would follow for our inter- 
national relations.”’ Instead, the President directed the Office 
of Defense Mobilization to increase purchases at market 
prices of newly-mined domestic lead and zinc under the long- 
term stockpile program.** It is curious that in Italy, which 
exports lead to the U. S. there was only slight press comment on 
this important Presidential action, compared to the many 
articles denouncing the increase in the duty on watches, which 
Italy does not sell to the U. S. 

In all cases where the Tariff Commission recommendation 
was definitively rejected, Presidents Fisenhower and Truman 
have argued either that there was no serious injury or threat of 
injury, or that any injury or threat was not “‘a result, in whole 
or in part, of the duty or other customs treatment reflecting 
such concession.”” He has then, in each case, stressed the poten- 
tial damage to the national interest if the concession were with- 
drawn. 


%4 Letter to the Chairmen of the Senate Finance Committee and the House 
Ways and Means Committee, dated August 20, 1954. 
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The Randall Commission on Foreign Economic Policy 
recommended in its report of February 1954 (p. 51) that 


“the statute should be amended expressly to spell out the fact that 
the President is authorized to disregard findings under these provi- 
sions whenever he finds that the national interest of the U. S. requires 
it.’’ (Emphasis by the writer.) 


Presumably this would mean that national interest alone would 
be sufficient grounds for rejecting the withdrawal of a conces- 
sion, even though the President might agree with the Tariff 
Commission that there was serious injury or threat of injury to 
a domestic industry resulting from increased imports due to 
the concession. 

On the other hand, two important Congressional members of 
the 17-man Commission included the following statement in 
their dissent: 


“We approve, however, the recommendations that both the escape 
clause and peril point provisions in existing tariff legislation be re- 
tained. But their administration should be forthright and provide 
the protection which they were intended to give. To date they have 
been of little practical assistance in stopping the spread of reduced 
business activity due to low-priced imports.’’*® 


The foregoing statement is both an additional attestation to 
the fairly judicious application of the Escape Clause over the 
past six years and a warning that protectionism still has influen- 
tial adherents. One of its authors introduced in the first session 
of the 83rd Congress a bill, on which extensive hearings were 
held, which would have done the following: 1) greatly facilitated 
the application of the Escape Clause; 2) made Tariff Commis- 
sion findings binding on the President, without regard to impor- 
tant questions of national interest; 3) applied strict quotas on 
crude petroleum and residual oil and set new sliding duties on 
lead and zinc. In view of the President’s importance in uphold- 
ing the national interest in Escape Clause cases thus far, the 
second of these measures might be very damaging. A proposal 
to increase the membership of the Tariff Commission so that a 


% Commission on Foreign Economic Policy, Minority Report, January 1954, 
p. 9, U.S. G.P.O. 
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majority might represent the party in office also received 
serious consideration. * 


EVALUATION AND CONCLUSIONS 


1. As administered thus far, the Escape Clause has not been a 
serious direct barrier to international trade. As noted above, 
only five concessions have been withdrawn. These involved 
items of a total annual import value of less than $90 million. 
By comparison, in the GATT schedules alone, the U. S. lowered 
or bound duties on about 5,000 groups of products covering 
more than two and a half billion dollars in imports;* i.e., more 
than 275 times as much. 

2. Considerable benefits have apparently resulted from the 
tariff concessions granted on foreign imports since the inception 
of the Escape Clause, particularly where there has been an 
expanding market for the products in the United States. Alarm- 
ists about the Escape Clause have argued that no possible 
increase in imports can take place without serious injury to 
some domestic industry. The record of the Escape Clause 
cases reviewed in this paper, however, shows that for many 
products not only has the absolute level of imports risen quite 
substantially, but also the share of imports in the U. S. market 
has increased. (See list, Appendix I.) In general, a majority of 
the Tariff Commission has held that where the absolute produc- 
tion and sales of the American industry have not declined, no 
serious injury has occurred. Moreover, the Commission has 
found no serious injury in cases where the domestic producer 
has been successful in shifting to other lines of production. It 
should also be noted that many imports, on which increased 
imports appear to have resulted from tariff concessions, do not 
compete directly with American-made products. Thus, as long 
as the American economy continues to expand, a substantial 
increase in imports can in fact occur without serious injury to 
domestic producers. In fact, U. S. imports increased more than 
50 per cent from 1948 to 1953, yet Escape Clause actions to 
the end of 1953 modified tariff concessions on only three items 
out of the thousands on which concessions had been granted. 

% Staff Papers Presented to the Commission on Foreign Economic Policy, February 
1954, p. 289. 


37 Address by Winthrop G. Brown of the American Embassy, London, delivered 
October 17, 1952, at the University of Nottingham, England. 
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Without an Escape Clause, American negotiators might in 
fact have been far more cautious in making tariff concessions; 
with it there was always the assurance that a concession causing 
serious injury could be withdrawn. Total imports into the 
U.S. since 1934 might therefore have been considerably lower. 
Moreover, Congressional support for the authority granted the 
President in the Trade Agreements Extension Act of 1945 to 
negotiate further tariff reductions might not have been suff- 
cient if the Administration had not given its assurance that an 
Escape Clause would be written into all Agreements to be 
negotiated.** Finally, there might have been considerably more 
Congressional opposition to participation in GATT without 
such an assurance.*® 

3. The very existence of an Escape Clause has nevertheless 
discouraged some potential imports and reduced incentives to 
the development of export industries abroad. This hazard was 
noted by the Bell Commission in its report of February 24, 
1953, and in the Staff Papers Presented to the Commission on 
Foreign Economic Policy, February 1954 (p. 290), as well as in 
the statements submitted by various European National Coun- 
cils to the International Chamber of Commerce, cited on page 
one of this paper. 

4. Foreign countries could, however, take certain steps to 
encourage their producers to enter the United States market, 
even in the absence of any change in the Escape Clause. As 
noted in discussing the cases involving watches and lead and 
zinc above, there has been an unfortunate tendency for the 
foreign press to emphasize cases in which the U. S. has modified 
tariff concessions to the detriment of foreign sellers. If foreign 
governments would encourage the press to give more attention 
to the relatively infrequent resort to the Escape Clause as 
compared to the large number of tariff concessions and substan- 
tial increase in U. S. imports, some foreign exporters might 
hesitate less about developing a market in the U. S. for their 
goods. 

Another encouraging aspect which could be brought to the 

% See supra p. 276. 

% See supra p. 270. 


A Trade and Tariff Policy in the National Interest—Report to the President by 
the Public Advisory Board for Mutual Security, February 24, 1953, p. 62. 
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attention of the foreign exporter is the growing number of 
American importers who share his interest in a continuing 
flow of imports into the United States, as well as American 
firms which use foreign parts in manufacturing products 
domestically. In many Escape Clause cases, notably those 
involving motorcycles and bicycles, these American interests 
lent substantial support. 

5. From the American side, certain ameliorative measures 
might be introduced to minimize such obstacles as the Escape 
Clause represents to international trade. The most imme- 
diately useful suggestion was made by the Randall Commission 
on Foreign Economic Policy when it recommended that the 
President be specifically authorized to disregard recommenda- 
tions of the Tariff Commission for withdrawal of a concession, 
whenever he feels that such a withdrawal would be contrary 
to the national interest.*! If this recommendation is adopted 
the President could in the national interest refuse to withdraw a 
tariff concession even though he agrees that there has been 
injury or threat to a domestic industry. Thus, the criterion 
would be the welfare of the American people as a whole, rather 
than of one particular segment of the economy, and far more 
stress could be laid on broader questions of the nation’s security 
and political and economic policy. 

In the staff papers presented to the Commission, the follow- 
ing issues related to possible modification of Escape Clause 
procedure were raised : 


1. “Should special efforts be made to increase the certainty of 
tariff treatment accorded to imports by this country? For example, 
should tariff reductions negotiated to date be enacted into law or be 
exempted from future action under the Escape Clause? Alterna- 
tively, should the principles of the Statute of Limitations be applied 
to tariff reductions, so that after a tariff reduction has been in effect 
for a period of, for example, three years, an industry which has not 
complained of the reduction until then cannot attribute future 
difficulties to the reduction and can no longer invoke the Escape 
Clause? 

2. “Should an effort be made to reduce the uncertainty created by 
the existence of the Escape Clause and Section 22, by finding alter- 


“1 Commission on Foreign Economic Policy, Report to the President and the 
Congress, January 1954, p. 51, U.S. G.P.O. 














290 S. M. FINGER 


native means of relieving domestic producers when they are ad- 
versely affected by imports?’’*? 


The introduction of such measures would undoubtedly reduce 
uncertainty regarding the tariff treatment of imports and give 
appreciable encouragement to European producers contemplat- 
ing entry into the American market. 

Elsewhere in the Staff Papers (p. 287), a question is raised as 
to whether American industry and American labor should be 
expected to adjust to foreign competition where they can do so 
successfully (and where such adjustment would be in the 
national interest). If an industry can successfully shift to other 
lines of production, as is so often done in the dynamic American 
economy, there would appear to be no need for additional 
tariff protection. Generalization of the principle supported by 
several of the Tariff Commissioners in the cases cited above, 
that an industry applying for Escape Clause relief must show 
that it has done all it could to compete or to shift successfully 
to other lines of production would appear to be very much in 
the national interest. 

Another very helpful measure would be to eliminate the 
amendment introduced into the Trade Agreements Extension 
Act of 1951 which requires the Tariff Commission to make an 
investigation and report on all applications filed by any in- 
terested domestic party, however unwarranted the complaint 
may be. The British National Council of the International 
Chamber of Commerce has pointed out that representation at 
hearings in connection with such investigations can be a very 
expensive matter for the foreign exporter, particularly since 
repeated applications may be made for the same product. 

6. Still better from the standpoint of promoting free inter- 
national trade and American national interest would be the 
complete elimination of the Escape Clause, if such a step can be 
taken without jeopardizing Congressional support for the exten- 
sion of the Trade Agreements Act. As indicated in the intro- 
ductory section of this paper, the Escape Clause has been a 
source of great concern to our principal trading partners and 
allies. And the Bell Commission warned: 


43 Staff Papers presented to the Commission on Foreign Economic Policy, February 
1954, p. 293, U.S. G.P.O. 
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‘Far more may be lost in international good-will by an arbitrary 
restriction of imports than can be gained by giving five times the 
sum in aid.’’# 


It is true that the Escape Clause does not appear to have been 
a major barrier to international trade. In fact, in the absence 
of such a Clause, American negotiators might have been more 
cautious in granting tariff concessions (as noted in the final 
paragraph of Conclusion 2). Now, however, there have been 
20 years of experience with the Trade Agreements Act, and 
these have demonstrated how little need the U. S. has actually 
had for an Escape Clause. Is it worth its cost in international 
good-will? 

In reading the Escape Clause cases, one is struck by the small 
size of most American industries involved and by the relatively 
small number of workers employed in these industries. In the 
five cases in which tariff concessions were withdrawn, the total 
number of workers employed in making the products involved 
was below 15,000.44 Even if the elimination of the Escape 
Clause should lead to considerably higher imports, the num- 
ber of workers affected is not likely to be large. The Bell Com- 
mission,*® for example, estimated that additional imports of 
$700 million to $1 billion might require a shift of 60,000 to 
90,000 workers to other industries. Such a shift was predicated 
on very substantial tariff reductions which, in all likelihood, 
would have a much greater effect on imports and worker dis- 
placement than would the elimination of the Escape Clause. 

Some adjustments would be necessary in certain industries, 
but these would be no more serious than those constantly 
occurring through technological developments, alterations in 
consumer preferences, exhaustion of a mineral resource, new 
inventions, and other such developments inherent in a dynamic 
economy like the American. Existing provisions for aiding 
industries injured or workers who might be displaced by in- 

48 “A Trade and Tariff Policy in the National Interest—A ae to the Presi- 
dent by the Public Advisory Board for Mutual Security,” p. 


44 About 1,700 workers, including part-time employees, m e in making 
hatters’ fur. "WU. S. Tariff  Gomaiieien. Second Series, No. 178, spa, Ther were 


about 4, 000 engaged in making hat bodies, but this included men’s as well as 
women’s (Second Series, No. 170). At the end of 1953 there were 13,063 employed 
at watchmaking but a large proportion of these made watches with over 17 jewels 
on which there was no escape action. 

 Ibid., pp. 5-6. 
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creased imports to adjust to the change are outlined in the 
January 1954 report of the Commission on Foreign Economic 
Policy, pp. 59-60. Additional measures suggested by one of 
the Commission members to assist in such adjustment are out- 
lined on pages 55-58 of the report. 

As against the inconvenience of such adjustments must be 
weighed the potential economic and political benefits to be 
derived from increased imports. There is the obvious need to 
permit foreign countries to earn the dollars they require to pay 
for American exports. From 1946 to 1952 the cumulative dollar 
deficit of other countries was $34 billion. Some $4 billion of this 
deficit was met by the use of gold and dollar reserves; over $30 
billion was met by United States Aid.“ Clearly it is better for 
the United States to receive goods in exchange for its exports 
than to give them away. And it is just as clear from the way 
foreign countries have rallied to the ‘“‘Trade Not Aid’’ slogan 
that our allies not only prefer to earn the dollars they require, 
but only by doing so can they keep their self-respect. 

The Bell Commission cautioned: 


“If dollar payments difficulties persist, the world may become 
divided into dollar and non-dollar regions, with the latter maintain- 
ing permanent restrictions and discriminations against the former. 
Such a division would generate conflicts in trade and payments, 
weaken the free nations politically and economically, and threaten 
their security and prosperity.’ 


While there has been a very substantial increase in exports 
to the U. S. by our principal allies during the past six years, 
dollar earnings are still a serious problem for them, and a key 
factor in buying commodities needed for economic health and 
mutual defense. The increase in gold and dollar reserves held 
by major European countries over the past year has been most 
encouraging. Though the ratio of reserves to total annual 
trade in most countries is still below the prewar level, certain 
important steps toward convertibility have already been taken 
and more are contemplated. An assurance that the U. S. will 
not impose new restrictions under the Escape Clause will bolster 

“ A Trade and Tariff Policy in the National Interest, p. 2. 


“ Public Advisory Board for Mutual Security, A Trade and Tariff Policy in the 
National Interest, Washington, February 1953, p. 6. 
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confidence abroad and thus encourage the reduction of barriers 
to dollar imports into European countries. 
Certainly, as the Randall Commission observed : 


‘it must not be assumed that any measures which the United States 
might take in the fields of customs administration and tariff policy, 
taken by themselves, could provide the full answer to the problem 
of imbalance.’ 


Nevertheless, the elimination of the Escape Clause, along with 
any other measures that remove obstacles to the entry of 
foreign producers into the United States market and introduce 
greater certainty as to future customs treatment, may provide a 
partial answer. 

The psychological impact of such American action in lib- 
eralizing trade is also of great importance. Our preaching of 
freer trade to other countries will carry more weight if we take 
the initiative in reducing our own barriers. Even the removal 
of a relatively minor impediment like the Escape Clause might 
be of great encouragement to foreign countries in moving 
toward currency convertibility and the freer exchange of 
goods.” 


* Report of the Commission on Foreign Economic Policy, February 1954, 

. 44-45. See also J. H. Williams, Trade not Aid; Stamp Lecture—Harvard 
University Press, 1953, and H. S. Piquet, Aid, Trade and the Tariff, Crowell, New 
York, 1953. 

“ For an emphatic argument along this line, see the Economist of January 30, 
1954, p. 300, “One and a Half Worlds.”’ Also, D. H. Robertson, Britain in the 
World Economy, George Allen and Unwin, 1953, p. 65. 
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